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STATEMENT OF CONDITION 


December 31, 1959 
RESOURCES 


Cash on Hand and Due from Banks. . .$190,153,592.71 
U. S. Government Securities.......... 175,244,275.28 
State and Municipal Securities........ 47,955,129.20 
Other Bonds and Securities............  3,944,646.26 
Loans and Discounts...............+++ 391,133,756.09 
Federal Reserve Bank Stock........... 1,200,000.00 
Customers’ Liability on Acceptances... 106,983.05 
Accrued Interest and Other Resources. 4,203,278.07 
BOE PROUMEGOR. 6 once sccccscccccccesss FRGBRBOS OO 

Total............$815,941,660.66 














LIABILITIES 


Demand Deposits... $631,110,377.40 
Time Deposits...... 106,508,511.19 
Total DG pOGits . .o.ccscsccccceccs$tal,015,008.50 
Dividend Payable January 4, 1960..... 500,000.00 
BREE PPEREEs cc cccccscccsossccesescees § 16,000,000.00 
Ns ocd ckn enw anebiea een ee 106,983.05 
Reserves for Taxes, Interest, etc....... 7,028,522.57 
General Contingency Reserve......... | 5,000,000.00 
Capital. ........+.+++-$ 20,000,000.00 
SUrplas...ccccceseces 20;,000,000.00 
Undivided Profits.... 10,687,266.45 
Total Capital Funds ............... 50,687,266.45 
Total............$815,941,660.66 











United States Government Obligations and Other Securities carried at 
$100,962,630 are pledged to secure Public and Trust Deposits and for other 
purposes as required or permitted by law. 


MEMBER FEDERAL RESERVE SYSTEM 
MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 





‘And that, folks, & fe 
is how 
it adds up 
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the Harris.” 









DIRECTORS 


EDWIN C. AUSTIN 
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BURTON A. BRANNEN 
Senior Vice President 
WESLEY M. DIXON 
President, Container Corporation 
of America 
ROBERT W. GALVIN 
President, Motorola Inc. 
DAVID GRAHAM 
Financial Vice President 
Standard Oil Company (Indiana) 
NORMAN W. HARRIS 
Room 2003, Harris Trust Bldg. 
STANLEY G. HARRIS 
Chairman, Executive Committee 
CHARLES C. JARCHOW 
Chairman of Board, 
American Steel Foundries 
WAYNE A. JOHNSTON 
President, Illinois Central Railroad 
WILLIAM V. KAHLER 
President 
Illinois Bell Telephone Company 
EDWIN A. LOCKE, JR. 
President, Union Tank Car Company 
ERNEST S. MARSH 
President, The Atchison, Topeka and 
Santa Fe Railway Company 
JOHN L. McCAFFREY 
Director, American Telephone 
and Telegraph Company 
F. B. McCONNELL 
Chairman of Board 
Sears, Roebuck and Co. 
JAMES L. PALMER 
President, Marshall Field & Company 
WILLIAM A. PATTERSON 
President, United Air Lines, Inc. 
CHARLES H. PERCY 
President, Bell & Howell Company 
JOHN G. SEARLE 
President, G. D. Searle & Co. 
DONALD P. WELLES 
Senior Vice President 
FRANK H. WOODS 
President, Sahara Coal Company, Inc. 


KENNETH V. ZWIENER 
President 

















This man has water on the brain... 


... the powerful kind of water that 
fuels new industry and lights new homes 


Investigating utility managements and op- 
erations keeps Old Colony investment analysts 
on the go. From Cobble Mountain to Hungry 
Horse they look and examine, listen and ask. 

These thorough, first-hand investigations 
are essential to investment success. They have 
helped make Old Colony Trust Company the 
most popular trust institution in New England, 
and one of the largest in all the country. 
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Keep our resources and reputa- 
tion in mind when you, or your 
client, require trust or investment aaa 


services. 
Worthy 
of Your 
Trust 


OLD COLONY 
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ONE FEDERAL STREET, BOSTON 
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CONTINENTAL ONS 


RESOURCES 


Cash and Due from Banks 
United States Government Obligations 
State and Municipal Securities 
Other Bonds and Securities 
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Customers’ Liability on Acceptances 
Income Accrued but Not Collected 
Bank Premises and Equipment 
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NATIONAL BANK and TRUST COMPANY 
OF CHICAGO 


Statement of Condition 


December 31, 1959 


eer $ 602,550,198.42 


559,037,770.43 
206,408,823.42 
31,229,512.71 
1,289,840,818.76 
7,500,000.00 
6,233,043.09 
9,161,099.47 
7,704,836.55 
3,032,339.59 














NR on ccna cae ede ouewag ahaa ee $2,722,698,442.44 
LIABILITIES 
aS oe tS cere ip gs cabal dt dee ha $2,041,110,744.00 
kkk x bene aes aban wees ee 345,995,771.30 
oe as Bg ats Lo i ie, el ee $2,387,106,515.30 
Si ikl ae ea ca ae i ia 6,337,070.54 


Reserves for Taxes, Interest and Expenses 
Due to Federal Reserve Bank 
Reserve for Contingencies 
Income Collected but Not Earned 
i aa 6 awk ne ee dersa mele RAE 
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7,449,445.72 
25,000,000.00 
10,000,000.00 
4,584,808.66 
10,038,994.08 


ies & & 





es Lee end eee eae $2,450,516,834.30 
CAPITAL ACCOUNTS 


Capital Stock (3,000,000 shares Par value $331 ) 
BEE ai a cache ha EAS ee RES 
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Total Capital Accounts 


Total Liabilities and Capital Accounts 





errr $ 100,000,000.00 
150,000,000.00 

22,181,608.14 
rt $ 272,181,608.14 


ite Ra $2,722,698,442.44 














United States Government obligations carried at $265,028,670.48 are pledged to secure 
for other purposes as required or permitted by law. 
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President 
PHILIP D. BLOCK, JR. 
Vice Chairman 
Inland Steel Company 
CHAMP CARRY 
President 
Pullman Incorporated 
ALFRED COWLES 
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EDWARD A. CUDAHY 
Chairman of the Board 
The Cudahy Packing Company 
WALTER J. CUMMINGS 
Chairman of the 
Executive Committee 
JOHN F. CUNEO 
President 
The Cuneo Press, Inc. 


CALVIN FENTRESS, JR. 
Chairman of the Board 
Allstate Insurance Company 


LAWRENCE P. FISHER 
Director 
General Motors Corporation 


WILLIS GALE 
Chairman 
Commonwealth Edison 
Company 
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President 
Deere & Company 
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Director 
Swift & Company 


FRANK W. JENKS 
President 
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President 
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JAMES R. LEAVELL 
Banker 
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Vice President and Executive 
Trust Officer 
WILLIAM H. MITCHELL 
Partner 
Mitchell, Hutchins & Co. 
ROBERT H. MORSE, JR. 
Vice Chairman of the 
Board of Directors 
Fairbanks, Morse & Co. 
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The Pillsbury Company 
HERMAN WALDECK 
Banker 
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Cover Picture . . . . Winter scene at East 
Corinth, Vermont, where the quiet life of the 
country contrasts with metropolitan hustle 
and bustle. Rural areas are changing rapidly. 
While young people move to the cities for 
business opportunities, more and more ex- 
ecutives are becoming suburbanites. There 
are also ex-urbanites, who have either re- 
tired or conduct a business that does not 
require daily presence in the Big City .... 
As we enter the Sixties we face both the 
opportunities and the problems of our popu- 
lation expansion — a not un-mixed blessing. 
Trust business has extended to the farm 
areas in estate settlements, the manage- 
ment of farms for absentee owners, and the 
payments to pensioners, even as it has 
grown with the increase of population and 
of business. The new decade will almost 
certainly see new forms of trust department 
service to country and city dweller alike. 
Photo by Louis C. Williams 
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BUSY > 
TRUST 
OFFICERS 


are invited to 
send for a copy of 


“PLANNED 
INVESTMENT 

FOR BANK TRUST 
DEPARTMENTS” 


The complex task of administering trust 
funds is one that takes an increasing 
amount of your time and effort. As a 
bank trust officer you are well aware 
of this, and you know that one of the 
most important of your problems is the 
management of the securities portfolio 
itself. 


Knowledgeable as you may be about 
investments, haven’t you often felt it 
would be very helpful to have a group 
of competent outside advisors regularly 
available? Haven’t you wished that the 
investments of each of your trusts could 
have the advantages of professional ad- 
visors who would be available to you 
at all times? 


The specialists in the Planned Invest- 
ment Department at Smith, Barney & 
Co. are ready to give you this kind of 
help. 


If you would like to know more 
about our investment services and how 
they can help you, send for a copy of 
our brochure, ‘Planned Investment for 
Bank Trust Departments.” 


Smith, Barney & Co. 


Members New York Stock Exchange 
and other leading exchanges 


20 Broad Street, New York 5, N. Y. 








Howard New A.B.A. Trust 


Division Secretary 
Robert G. Howard, director of the 


American Bankers Association News 
Bureau and of the Public Relations 
Council, has been appointed deputy 
manager and secre- 
tary of the Trust 
Division, succeed- 
ing Joseph H. 
Wolfe who has 
joined Merchants 
National Bank of 
Boston as vice 
president and trust 
officer. Mr. How- 
ard will continue as director of the 
Council but George J. Kelly has been 
elevated to director of the News Bureau. 
Mr. Howard, a former newspaperman 
and for several years an officer of the 
Federal Reserve Bank of Richmond, 
joined the A.B.A. staff in 1957 as 


assistant to the executive manager. 





ROBERT G. HOWARD 


Mary C. Smith was appointed associ- 
ate editor of The Trust Bulletin. The 
new appointment 
became effective 
on January 1. Miss 
Smith, who is also 
assistant secretary 
of the Trust Divi- 
sion, has been as- 
sistant editor of the 
magazine since 
September, 1958. 
She is a graduate of Chowan College. 


Murfreesboro, N. C. 
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Beware Trust Business 


Small banks should be discouraged 
from entering the trust field. This was 
the consensus of 14 conferees at a meet- 
ing last month of the American Bankers 
Association Trust Division’s Committee 
on Relations with Supervisory Authori- 
ties. Present were representatives of the 
ABA and Federal and State supervisory 
agencies. Because the trust business re- 
quires highly trained specialists, these 
banks were cautioned to investigate the 
possibilities carefully and obtain the 
necessary legal and investment talent. 
Implementation of the minimum re- 
quirements for trust departments, set 
forth by the Federal Deposit Insurance 
Corp., was also urged. 


A AA 


e William E. Mohan has been appointed 
advertising manager of “Banking” maga- 
zine, journal of the American Bankers 
Association. 
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41st Mid-Winter Trust Conference Program 
The Waldorf-Astoria, New York, Feb. 8-10, 1960 


Following the opening address of Charles W. Hamilton, president 
of the sponsoring Trust Division, American Bankers Association, and 
senior vice president and trust officer of National Bank of Commerce, 
Houston, the conference will hear Richard P. Chapman, president, 
Merchants National Bank, Boston, on The National Trust School, Austin 
W. Scott, professor of law, Harvard Law School, on Trusts and the 
Conflict of Laws, and Dr. Marcus Nadler, professor of finance, New 
York University. 

The Monday afternoon session will be devoted to investments. 
Charles W. Buek, first vice president, United States Trust Co., New 
York, will speak on Investment Diversification in Personal Trust 
Portfolios. He will be followed by another speaker and a panel yet to 
be announced. 

On Tuesday morning John W. Remington, president of the A.B.A. 
and of Lincoln Rochester (N.Y.) Trust Co., will address the conference. 
He will be followed by Charles G. Young, Jr., senior vice president and 
senior trust officer of City National Bank & Trust Co., Kansas City, Mo., 
on Needed: A Reconsideration of Common Trust Fund Regulations. A. 
Key Foster, who has just retired as vice president and trust officer of 
First National Bank of Birmingham, Ala., will present A Coordinated 
Trust Plan. He will be followed by a fourth speaker to be announced. 

The Tuesday afternoon session will have five divisions. The Pen- 
sion and Profit-Sharing section will hear Dr. Roger F. Murray, profes- 
sor of banking and finance, Columbia University Graduate of Business, 
followed by Frank L. Griffin, Jr., vice president and actuary, The 
Wyatt Co., Chicago, on Funding Pension Plans under Today’s 
Economy. A panel on Keogh Funds will be led by Cecil P. Bronston, 
vice president, Continental Illinois National Bank & Trust Co., Chicago. 

At the Smaller Trust Department section William Matthews, as- 
sistant to the director, Federal Deposit Insurance Corporation, Wash- 
ington, D. C., will talk on Requirements. for Operating a Good Trust 
Department. He will be followed by another speaker and a panel on 
Problems of Smaller Trust Departments. 

The section for Medium Trust Department will hear Earl G. 
Schwalm, president, Lincoln National Bank & Trust Co., Fort Wayne, 
Ind., on New Business Development. He will be followed by another 
speaker and a panel on Problems of Medium Trust Departments. 

At a section on Opening and Operating a Trust Department Joseph 
M. Naughton, president, Second National Bank, Cumberland, Md. will 
discuss Authority Required to Open a Trust Department, followed by 
John D. Hartman, vice president and trust officer, Poudre Valley Na- 
tional Bank, Fort Collins, Colo., on Administrative and Personnel 
Needs. Noel L. Mills, vice president and senior trust officer, Deposit 
Guaranty Bank & Trust Co., Jackson, Miss., will talk on Systems and 
Machines Needed and a fourth speaker is yet to be announced. 

The Estate Planning section will be conducted by a panel consisting 
of a trust officer, a life underwriter, an accountant, and a lawyer, led 
by John M. Zuber, vice president and trust officer, Republic National 
Bank, Dallas. 

On Wednesday morning John D. Randall, president of the Ameri- 
can Bar Association, will address the trustmen. The conference then 
will hear Morton Smith, vice president, Girard Trust Corn Exchange 
Bank, Philadelphia, on Handling Smaller Estates and Trusts. A. James 
Casner, professor of law, Harvard Law School, will give the final 
address. 

The luncheon speaker will be Gardiner Symonds, chairman and 
president, Tennessee Gas Transmission Co., Houston. 

The Proceedings will be published in the March issue. 
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THE BOOMING SIXTIES is the title being 
given by many business observers to our 
new decade. Many experts claim to see in 
the great population rise an automatic 
generator of prosperity, or ever-growing 
GNP, as though gross national product were 
a foreordained sequence of greater "de- 
mand." The source of wealth stems from the 
productivity of people and machines. Has 
vast population prospered China, India or 
other parts of Asia? Nor can machines re- 
lieve men of the burden of responsibility 
and cooperation. Free Europe has built a 
new prosperity by combining, with its ultra 
modern machine=-shop, the will to rebuild 
and reward for initiative. We still seek 
the synthetic solution of laws, and waste 
time and substance in fighting over divi- 
Sion of the fruits. While Russia marches 
ahead in scientific and military ascend- 
ancy, we seek personal gains by strikes, 
by voting larger giveaways, even by pay- 
Ola..eeeeeebmphasisS on the materialistic 
GOOD LIFE has endangered every civiliza- 
tion. Today it is inviting genocide, for 
the other BOOM that concerns us is from 
the launching pads of intercontinental 
warheads. Recent studies of nuclear war by 


Stanford Research Institute, Johns Hopkins 


University and Rockefeller Brothers Fund 
(cf. U.S. News & World Report — Dec. 21st) 
give little cause for complacency — eco- 
nomically or politically. But assumptions 
of inevitability, or of continuance of the 
same trends in international relations are 
as illogical as they are for business 
forecasts. President Eisenhower's world 
tour set a new high in applied diplomacy, 
reminding other peoples that, though sev- 
eral-time military victors, the U.S. has 
not sought dominance or tribute from the 
defeated but has actually assisted their 
reconstruction and has given independence. 
Khrushchev's visit may also bring recogni- 
tion that co-existence is not only possi- 
ble but desirable. As Arnold Toynbee re- 
marks in reviewing recent history: "If 
Russia does now feel that she has mastered 
her security problem through her extraor- 
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dinary achievements in applied physics, 
that is good news not only for her but 
also for the rest of us, because it is 
likely to make her easier to get on with." 
But he adds: "There is a huge task for 
education" backed by religion. Control of 
nuclear war lies in self control; ours as 
well as the Russians. 


TRUSTS AND ESTATES' 8th ANNUAL INVESTMENT 
Symposium forecasts rising corporate 
profits and dividends during 1960. In the 
opinion of trust investment officials 
across the nation, stock prices, as gauged 
by the Dow-Jones Industrial Avergae, will 
fluctuate within a 10% range above or be- 
low the 1959 year-end close of 679.36 
which was top for the year. Motor car and 
accessory stocks are the favored industry, 
followed by the chemicals and steels. 
(Story at page 73.) 


THE UPWARD SURGE IN AUTOMATED SELLING 
TECHNIQUES marks what has been termed in 
Some quarters as "a revolution in merchan- 
dising." Machines are coming into their 
own here, too, aS in every activity where 
they can be adapted to supplant the defi- 
ciencies of individuals who want more 
money for shorter hours. As noted here in 
December, some of the potentials of this 
booming business are developed in the re- 
port of an Investment Seminar with offi- 
cials of Universal Match Corporation (p. 8). 


WITH MORE AND MORE TRUSTEES HANDLING es- 
tates and trusts containing major invest- 
ments in family-owned businesses, the 
question of adequate compensation becomes 
increasingly important. Three interrelated 
queries are: when should the fiduciary 
make an additional charge for this type 





INVITATION TO CONFERENCE DELEGATES 
Delegates — particularly first timers — 
to the ABA Mid-Winter Trust Conference in 
New York on February 8-10 are cordially 
invited to visit with the editors of Trusts 
and Estates in their quarters at The Wal- 
dorf-Astoria. 














service; how should the charge be com- 
puted; should the levy be made against the 
business? Some general conclusions are of- 
fered at p. 12. 


FINAL REGULATIONS UNDER SUBCHAPTER S, 
dealing with election by a corporation to 
be taxed as a partnership, were issued on 
December 18. Significant changes in the 
proposed regulations (see T&E, April '59, 
p. 316) include the right of a liquidating 
corporation to make the election and the 
defnition of gross receipts. A grace pe- 
riod has been granted to March 1, 1960 for 
filing shareholder consents to a timely 
election. A two-part analysis of the ad- 
vantages and disadvantages of making the 
permitted election will be published in 
the next issue. 


THE STOCK MARKET WILL, as J. P. Morgan 
said, continue to fluctuate. But it is 
also true that the "averages" will be com- 
posed of equities showing a wide differen- 
tiation, perhaps more marked than in many 


recent years. AS technological advances 
occur at a still faster tempo, the faculty 
for appraising company management — its 
versatility as well as old-line ability — 
becomes as eSSential as that for inter- 
preting these advances into investment 
terms. Old rule-of-thumb "gauges" and re- 
liance on statistics are as passe as play- 
ing hunches........-Major new influences 
underlie our markets today. There is a 
vast and accumulative supply of investable 
funds — chiefly pension money; labor costs 
are putting certain products at an in- 
creaSing disadvantage with foreign goods; 
competition (home or foreign) puts a pre- 
mium on modern plant and equipment and 
foretells the necessity of more capital 
spending for this purpose as well as for 
research; the political atmosphere also 
changes the root-System of our economy. 
Nobody has omniscience but professional 
investors, with ear to groundswells, prom- 
ise a better-than-ever performance com- 
pared with the individual with eye to 
ticker-tape. 
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“The New Will” — an original etching by Hadler — is one of the collection of famous prints and paintings featuring Will or Trust 
themes, now being gathered for the Trustees Library of Trusts anp Estates. (Obviously there is also a new wife.) They will also sg 
be reproduced serially in the magazine. The editors would welcome the advice of readers as to titles and artists of other prints or paint- 
ings so that we may provide the most complete Gallery on this topic. In next month’s issue will be a reproduction of “Reading the 
Will” by Josef Danhauser, one of the most interesting of character studies of beneficiaries and the disinherited. 
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BRITISH TRUSTEES MAY BE PERMITTED TO IN- a seven-year diet limited to fixed-income 


VEST up to 50% of assets in equities securities. London ordinary stock average 
a through legislation to be introduced into prices rose some 45% in 1959, with the 

Parliament either in this or the next ses- majority advance registered since the 

sion, according to year-end London ad- rousing Conservative victory at the polls 





vices. This would, if enacted, liberalize early in October. 
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Air curtain doorway speeds retail traffic, 
keeps temperature even. 


Ws THE TERRIFIC GROWTH IN RE- 
tail trade — aided and abetted by 
multiplying population — a good look at 
the scope and prospects of automatic 
vending is not only in order but a mat- 
ter of prime interest to the investor. Not 
that it is new; everyone becomes fami- 
liar, at a very tender age, with the little 
boxes that give up a piece of gum or 
chocolate when a penny is inserted. Or 
sometimes a slug. Such vending ma- 
chines cost about $25. Today’s mechani- 
cal dispensers cost up to $1,500, but they 
carry quite an array of food or mer- 
chandise and require larger coins. The 
newest type even takes one and five-dol- 
lar bills, gives the desired commodity 
and returns the change, unfailingly re- 
jecting any counterfeit currency. 

Acquisition of National Vendors in 
1956 started Universal in the vending 
field and its later purchase of National 
Rejectors inaugurated its extensive ven- 
tures into coin-changing (and now bill- 
changing) machines. While this may 
seem a far cry from the original busi- 
ness of match-making, there is a com- 
mon ancestor: merchandising, for as the 
country’s largest producer of both util- 
ity and fancy book-matches for advertis- 
ing, Universal was naturally familiar 
with cigarette vendors. 

In spite of cheap or lavish fueled- 
lighters, matches account for some 20% 
of Universal Match’s sales revenue, and 
provide a dependable and growing in- 
come. The company has, obviously, far 
outgrown its name, with the majority of 
income and volume growth derived from 
automatic coin and vending machines. 

Other activities, mostly related to au- 
tomation machinery or metal fabrication 
facilities primarily used for coin and 
currency handling or for vending ma- 
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New Doormays to Merchandising 


Production — Banking — Buildings 


TRUSTS AND EstTATEs 21st INVESTMENT SEMINAR 


Detroit, Mich., November 4, 1959 


Panel interview with 


Joun L. Wirson, President 


FRANK J. Prince, Chairman of Executive Committee 


UNIVERSAL MATCH CORPORATION 


chines make up estimated $65 million 
1959 sales of the company and account 
for a modest but growing share, includ- 
ing the new Refrigerated Cabinet divi- 
sion which, of course, ties into the super- 
market outlets for machine food dis- 
pensers. Thus, in spite of its name, Uni- 
versal Match is principally in the auto- 
matic dispensing-merchandising — busi- 
ness, the largest in coin-currency hand- 
ling devices and largest in cigarette vend- 
ing machines. It manufactures a wide 
variety of equipment but avoids the 
headaches of installing, managing and 
servicing. 

The growth of machine vending to a 
record high of over $2 billion last year, 
from equipment estimated at total valua- 
tion of $3.7 billion, has brought recog- 
nition that a very major revolution is 
taking place in retail selling. The long 
familiar cigarette, coffee and candy ma- 
chines have been joined by a host of 
other commodities such as hot or re- 
frigerated drinks — from complete cafe- 
terias to machines that sell a variety of 
fast-turnover, low-priced items. 

A single typical machine in a small 
town in Europe (where the process has 
been perhaps more widely used than in 
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the United States) displays such items 
as razors and blades, camera film, or- 
anges and bananas, cakes, wine, sand- 
wiches, sox and stockings, pens, brush- 
es, milk and instant coffee, perfume. 
soap and other “needed-now” necessities. 
With Universal’s new $1 and $5 cur- 
rency changer — soon to be followed by 
a $10 changer — the scope of merchan- 
dise that can be bought by push-button 
will be greatly extended, not only as to 
items but as to variety of locations. 


Why Automation? 


There are a number of reasons for this 
growing use. Retail wage rates have 
made selling costs prohibitively high for 
small-price, low-margin items. New tech- 
niques in packaging and preserving lend 
themselves to automatic handling, and 
supermarkets and other stores have ac- 
customed people io do-it-yourself shop- 
ping. Elimination of pilferage is a mat- 
ter of real concern; at a recent trade 
convention it was estimated that mer- 
chants and similar businesses lose more 
than one billion dollars a year in goods 
and cash—over twice the loot taken by 
thieves and burglars. With higher prices 
and greater variety of goods, stores have 
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In-plant self-service dispensers offer wide selection of hot and cold foods. 
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a heavier commitment in inventory; 
with person-to-person service they can 
sell only on a ‘part-time’ basis whereas 
with automated salesmen they can sell 
‘round the clock, at least as to those 
machines outside or ‘built-in.’ 

Then, there is also the inestimable 
value, in small town or big city, of being 
able to get certain much-needed “emer- 
gency’ items after-hours, or of being 
able to do staple shopping en route home 
or even at the plant during working 
hours. And the only time the machines 
go on strike is when they receive coun- 
terfeit money, or suffer a rare mechan- 
ical breakdown. The machine also pro- 
vides automatic inventory control. 


It was remarked at the Seminar that 
distinction should be made between cer- 
tain types of vending operations: be- 
tween the juke-box set-up with its rack- 
eteering infiltration and the legitimate 
standard-commodity dispenser, between 
the manufacturer of equipment and the 
operating company. 

Like so many other industries, me- 
chanical vending has an ancestor in an- 
tiquity: a priest of Alexandria, accord- 
ing to report, created a device to give 
holy water when a coin was dropped. 
Yet it was not until the 1920s that the 
idea was renewed, for such mundane 
things as penny-candy and gum, to 
which cigarettes were soon added, and 
later (with electric cooling) soft drinks. 
Today one of four soft drink sales are 
from automatic vendors. 


In-plant feeding, replacing the lunch- 
pail, will be one main outlet, as many 
company cafeterias lose money, but there 
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are enough others to satisfy the most 
ardent disciple of the principles of Di- 
versification. Someone remarked that the 
Robot would never replace the pretty 
salesgirl — and that is true for ex- 
changes of bon-mots or merchandise and 
for custom-built items — but a rebutter 
noted that it also replaced many a sour- 
puss and was much more attentive than 
the gum-chewing sorority of back-coun- 
ter gossipers. And doubtless the sales- 
people — and proprietors — will be 
gladly rid of the indecisive buyer who 
wastes time and frays nerves, resulting 
in a sales slip that neither accountant 
nor handwriting expert could balance or 
decipher. 


Company Background 
With a history dating back to 1926, 


the present corporation was formed in 
1937 and its interests have broadened 
into other fields, especially since acquir- 
ing an interest in National Vendors, Inc., 
in early 1956, when the company was 
catapulted into the automatic vending 
equipment and merchandising devices 
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Defense and Missile Contracts 


Another instance of corporate mis- 
naming lies in the more than $20 mil- 
lion volume expected to be rolled up by 
the company’s armament division this 
year, represented by missile launchers, 
inertial guidance systems, electronic 
drone controls and certain classified 
phases of the atomic energy program. 
Work is also being carried on in studies 
in space medicine. This defense work, as 
is well known, returns a reduced profit 
margin but the company feels that it can 
both contribute to national defense and 
derive engineering know-how to its own 
possible advantage, although major 
emphasis for expansion is more likely in 
other areas. 

The company has always followed a 
rule of thumb in defense work, starting 
with Government pyrotechnic produc- 
tion as far back as 1941, that profit not 
exceed 7% before taxes. While this fig- 
ure may on occasion be upped to 8-9%, 
other work may run as low as 2-3% and, 
overall, the profit margin is such that 
they have never been renegotiated, al- 
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sing Association Exhibit at annual convention in Chicago, 
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field, together with coin handling equip- 
ment used in their operation by National 
Rejectors. 

The match division remains a growing 
and profitable one which qualifies Uni- 
versal as the largest and most outstand- 
ing manufacturer of advertising match 
books and Messrs. Wilson and Prince 
termed it a good bread and butter busi- 
ness which well repays the sales and de- 
velopment effort which continues to go 
into it. No wooden matches are pro- 
duced. It is not dynamic but the use of 
book matches of distinctive eye appeal 
for remembrance purposes by industrial 
firms is steadily expanding. Because this 
activity presently accounts for only ap- 
proximately 20% of total sales volume, 
a new corporate title which would be 
less restrictve would receive careful con- 
sideration by management. The division 
serves as a steady profit base to permit 
diversification into areas of larger profit 
margin. 


though full figures have been filed. 

A relatively less publicized operation, 
but one apart from defense activity. 
is the Ferguson Machine Corp. of In- 
diana which produces standard parts 
and products for automation machinery 
and therefore is important in the parent 
company’s development activities, be- 
sides producing at its Indiana plant au- 
tomation machines to special order, all 
employing the Ferguson roller gear drive 
which permits intermittent motion at 
high speeds. Annual volume exceeds one 
million dollars. 


Silent Salesmen 


With 1959 sales totaling an estimated 
$65 million, of which the automatic 
merchandising divisions will probably 
account for between 40-45%, it is hardly 
surprising that Universal’s top manage: 
ment feels confident of future large up- 
side volume potential in this fast-ex- 
panding field. Vending machines of all 
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First National Bank of St. Louis saves teller 
time by machine which exchanges silver 


for bills. 





types produced this year will be in the 
$750 million range and, unless the in- 
dustry has woefully over-estimated itself, 
this annual figure appears headed high- 
er, especially when one considers the 
growing intricacy of the equipment and 
the variety of merchandise offered. 
Some of the most compelling reasons 
for greater accent on automated selling 
have already been cited but there are yet 
other facets, as explained by Messrs. 
Wilson and Prince, which seem to offer 
a vast area for application of their equ'p- 
ment, among them the bill changer han- 
dling a $10 note, automated selling of 
betting tickets at the race track, railroad 
tickets for commuters and other appli- 
cations combining automation and 
change-making. These last are still in 
the development and pre-selling stage but 
they are practicable and not theoretical. 
In such a fast-marching industry, re- 
search plays an important function and 
Universal is amply aware of its neces- 








Automatic merchandising can 


sell many 
compute totals and return’ exact 


change from bill. 


items, 
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sity, to the tune of some $500,000 a year 
in the vending end alone. They are now 
working on a three year headway and 
Mr. Prince cited an industrial in-plant 
feeding operation in Flint which faced 
ihe problem of dispensing a salad at an 
odd figure. This was solved by making 
machine change in pennies. It should be 
noted here that Universal’s vending me- 
chanisms are mechanically or electric- 
ally operated, depending upon use and 
geographical location. With the com- 
pany’s established position in money 
handling mechanisms, it is resolved to 
spend whatever reasonable amounts are 
required to maintain this position. 


Worldwide Markets Waiting 


Before going full steam into the for- 
eign money angle, Universal is current- 
ly making coin mechanisms only for 
West Germany, Italy, France and Great 
Britain at their new plant in Hamburg. 
with negotiations underway for starting 
operations in Australia and New Zea- 
land, where the government has recently 
eased some import restrictions. A Lon- 
don plant is a 50-50% operation. In 
general, however, their plans for foreign 
expansion are not fully developed and 
consequently cannot be spelled out. 
Messrs. Wilson and Prince made it abun- 
dantly clear, however, that it is a field 
of activity which will be absorbing more 
attention and capital as the domestic 
market becomes more saturated. 


When one considers that their subsid- 
iary, National Vendors, Inc., is the 
largest producer of cigarette vending 
machines and that the’ recent purchase 
of Anheuser-Busch’s refrigerated cabin- 
ets division will facilitate entrance into 
the refrigerated vending field, the com- 
pany’s favorable situation becomes ob- 
vious. Mr. Wilson estimated a 1960 sales 
volume for the Refrigerated Cabinet 
division of around $5 million. Profits 
should improve when operations are 
moved to the Adams plant in Conley, 
Arkansas. Cabinets are meanwhile being 
made for them by Busch. 


Mention should be made of the ac- 
quisition in May 1959 of S. G. Adams 
Co., which was a principal source of 
Vendors’ cabinets. Now continuity of 
supply is assured, plus a profitable oper- 
ation with other important customers 
outside of the vending field. 


National Rejectors, Inc., produces 
90% of the coin mechanisms used in this 
country, as well as servicing other parts 
of the world. It is this company’s new 
bill changer which has so broadened the 
scope of automatic vending and has 


placed Universal in the forefront of it 
development into new lines, with its abi - 
ity to scan, accept or reject bills, and 
return correct change, either in bills o 
coins, after deducting for the cost of 
goods sold. Its application is not limited 
to sales alone but it can act as a good- 
will service medium in making change, 
saving employee time and avoiding er- 
rors in non-profit operations. 


Two-Way Street 


Management can show its caliber by 
knowing when to retreat as well as ad- 
vance, the reference in this respect being 
to recent disposal of two comparatively 
unrelated and smaller volume units, 
namely, International Tag and Sales- 
book Co. and Unitronics, Inc., the latter 
selling devices for the graphic arts in- 
dustry. Its volume and profit margins 
were unimportant in the overall opera- 
tion. International Tag was acquired in 
1955 and, inasmuch as earnings on the 
more than one million dollars invested 
were not very good and it became evi- 
dent that further investment through ex- 
pansion or consolidation with another 
company would be desirable, it was de- 
cided to dispose of it. This was done 
successfully with a better than 100% 
bailout, all cash, thus eliminating a unit 
particularly sensitive to swings in the 
economy. 

While the corporation’s representa- 
tives made it evident that theirs was an 
aggressive and expansive viewpoint re- 
garding additions to their holdings, 
there is no intention of spreading them- 
selves thin in unrelated enterprises. The 
visible volume and profit potential must 
be established to their satisfaction be- 
fore new ventures are undertaken. 
Whether financed by exchange of stock 
or for cash, management is determined 
to preserve profit margins from dilution 
and the additions thus far have proven 
their wisdom. 


Look — No Door! 


On this subject of “something new,” 
Messrs. Wilson and Prince expressed 
themselves as most enthusiastic about 
the latest member of the Universal fam- 
ily, the American Air Curtain, acquired 
from a company of like name which 
lacked resources to fully exploit its 
unique patented product, a closure of air 
which obviates the need for doors in 
heavy traffic areas by equalizing press- 
ures on each side. The advantages of a 
closure-free ingress and egress are obvi- 
ous; it likewise will not, it is asserted, 
muss a lady’s hair or blow her skirt; it 

(Continued on page 21) 
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4 Miles of Belt to Fit : a Giant 


The Niagara Power Project will be truly gigantic 
—starting with a diversion channel and 2,800-acre 
reservoir to store millions of tons of power-pro- 
ducing water from the Niagara River. Hundreds 
of tons of material required each day for the cre- 
ation of this giant will ride—economically and 
without interruption—on more than four miles of 
Goodyear conveyor belting. 

Goodyear conveyor belts are speeding work, 
cutting costs in many places where large 





quantities of bulk materials must be moved. 

These highly efficient belts are only one 
of the many products made by Goodyear for 
large-scale construction projects. They are only 
one of thousands of rubber, metal and plastic 
items developed by the Industrial Products Divi- 
sion of Goodyear. The Division is just one in 
Goodyear’s vast network of facilities making 
products which contribute to industrial progress 
and better living. 


GOODFYEAR 


THE GREATEST NAME IN RUBBER 


AIRCRAFT ° AVIATION PRODUCTS e 
INDUSTRIAL RUBBER GOODS ° 
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METAL PRODUCTS = 


FLOORING ° FOAM PRODUCTS 
SHOE PRODUCTS ° TIRES 


January 1960 ll 








TRUSTEES’ COMPENSATION 
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H. RICHARD WILKING 


Assistant Vice President, The First National Bank of Chicago 


ITH MORE AND MORE CORPORATE 

\\ trustees handling estates and 
trusts containing major investments in 
family-owned businesses, the question 
frequently is asked, “Are we adequately 
compensated for this work?” Every 
trust institution that has had experience 
in this field knows that a great amount 
of additional work is involved. 

From working with the testator and 
his lawyer at the estate planning stage 
through the evaluation of the business 
for tax purposes and management of 
the property during the period it is held, 
to the possible eventual sale of the busi- 
ness, every estate containing an invest- 
ment in a family-owned business in- 
volves a number of problems that the 
corporate trustee would not normally 
encounter in a more typical situation. 
The problems and additional responsi- 
bilities involved demand the attention 
of highly experienced and top-level off- 
cers of the trust institution. 

Today, most trust institutions operate 
under a published schedule of fees — 
whether fixed by statute or by the in- 
stitution itself. In jurisdictions that per- 
mit some degree of discretion in fixing 
the fee — discretion of an appropriate 
court or the trust institution itself — 
most fee schedules express the fact that 
their regular quoted fees cover ordinary 
services. At least by inference, they sug- 
gest that other than ordinary services 
deserve extra compensation. In fact, 
most trust institutions specifically so 
state in their published schedules and 
usually itemize those services that they 
define as extraordinary. Certainly the 
management and sale of family-owned 
businesses should be so defined. 

Assuming jurisdictions in which the 
trustee has some discretion, when should 
a trustee make additional charges for 
handling family-owned businesses? How 
should the charge be computed? Should 
the levy be made against the business? 


Basis of Compensation 


First, let us consider the problem of 
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compensation in terms of the trustee’s 
responsibility for managing an invest- 
ment in a family-owned business. The 
management of property is a part of the 
very business of the corporate trustee 
for which he receives his normal com- 
pensation. Only to the degree that addi- 
tional work is performed and addi- 
tional responsibility assumed is_ the 
trustee justified in making an extra 
charge for his services in managing an 
investment in a closely-held company. 

Many times, the corporate trustee 
does not receive his regular trust fee 
for holdings in family-owned businesses. 
When the trustee’s fee schedule is based 
upon a certain percentage of the market 
value of assets held, the trustee can 
obtain his regular basic fee only if the 
computation is based on the current fair 
value of the closely-held business. Sur- 
prisingly, some trust institutions make 
no effort to maintain an up-to-date val- 
uation of their closely-held holdings but 
continue to use the Federal estate or 
gift tax value previously established, de- 
spite the lapse of many years. 

A continuing program of up-dating 
the values of family-owned business in- 
terests, and computation of fees on such 
fair values, will provide the corporate 
trustee with compensation for the normal 
problems of management of the invest- 
ment. In some instances, particularly 
when the trustee’s powers are limited, 
the management of a holding in a close- 
ly-held company involves little or no 
additional work. In such a situation, the 
trustee is receiving sufficient compensa- 
tion for his work and responsibility, as- 
suming that his basic rates are adequate. 

More often, however, additional prob- 
lems do exist, including the problem of 
obtaining adequate information about 
the investment, the voting of proxies in 
such situations, and the wider responsi- 
bility that attaches to a non-marketable 
investment. The greatest of all is that of 
actually participating in the manage- 
ment of the company either through in- 
formal conferences or through its board 


of directors when the trustee’s interest 
is large enough to warrant such partici- 
pation. 


Managerial Participation 


More and more corporate trustees ac- 
cept the concept that they should place 
one of their officers on the board of 
directors of companies in which they 
hold an interest large enough to permit 
such election. Certainly this work is be- 
yond the scope of the normal activities 
of a trustee, and the regular fee schedule 
does not provide adequate compensation 
for such extraordinary work. In my 
judgment, whenever a corporate trustee 
participates in the management of a 
company, either by one of its officers 
serving on the board of directors or 
through an informal arrangement for 
participating to an equivalent degree in 
making management decisions, an extra 
charge should be made. 

Assuming a situation in which the 
corporate trustee actively participates in 
the management, what factors should be 
considered in determining the extra 
charge that should be made? Most 
people would agree, I believe, that one 
or all of the following factors should be 
considered; time spent, dollar responsi- 
bility and results. Both time and dollar 
responsibility can be measured easily in 
mathematical terms. Time can be meas- 
ured by anyone who maintains a diary 
of his hourly activities. Similarly, any- 
one who knows the value of the business 
held in trust can measure the extent of 
the trustee’s dollar responsibility. At 
best, results obtained by a trustee will, 
and probably should, serve only to in- 
fluence or modify the fee computed on 
the basis of time or dollar responsibility. 


Per Diem or Valuation Measure 


If time is chosen as the measure in a 
given situation, how much should a 
corporate trustee charge for its time? 
Any trust institution that has studied its 
costs can readily determine the value 
of the time of any member of its staff 
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by adding to the individual’s salary his 
share of overhead costs and a reason- 
able profit factor. By this method, the 
hourly or per diem value of all members 
of its staff can be computed. 

As a rough rule-of-thumb, some trust 
institutions and professional firms com- 
pute the value of the time of their staff 
by the simple formula of multiplying the 
individual’s salary by three. This is just- 
ified by the following reasoning: other 
costs — personal fringe benefits and all 
other operating costs — often equal sal- 
ary costs in a service organization; 
therefore, total costs equal salaries mul- 
tiplied by two; if the organization is to 
realize an operating profit of 3314% of 
revenues, a profit factor equal to 50% 
of total costs — and therefore equal to 
salaries — must be added; thus the 
formula that fee income should equal 
three times salary costs. 

In addition to computing the value 
of a corporate trustee’s time on the 
basis of cost, it is also desirable to ob- 
serve the rates charged by various pro- 
fessions in the trustee’s community. If, 
for example, one should find that at- 
torneys, accountants and management 
consultants in the trustee’s locale nor- 
mally charge from $150 to $200 per 
day, it would seem logical that this be 


taken into consideration in fixing the 
value of the corporate trustee’s time. 
Certainly the work done by experienced 
officers of a trust institution in handling 
businesses in trust is not dissimilar to 
the work performed by these professions. 
If dollar responsibility is chosen as a 
measure of the fee to be charged by the 
corporate trustee, how should this be 
computed? At least two trust institutions 
located in Middle-West metropolitan 
centers make a practice of charging an- 
nually an additional fee for the manage- 
ment of an investment in a family-owned 
company of approximately 50% of the 
normal fee charged. Based upon studies 
made by these two institutions, together 
with observations I have made, I think 
this formula adequately compensates the 
corporate trustee in most situations. 


Dollar Responsibility 


More and more corporate trustees 
throughout the country quote their fees 
for their regular trust services in terms 
of dollar responsibility; that is as a 
certain percentage of the market value 
of the trust. Insofar as practical I think 
corporate trustees should charge for the 
extra services they render in handling 
businesses in trust in terms of dollar 
responsibility. Only in this fashion will 








“To get an over-all picture of our business, I 
suggest we call in the switchboard operator.” 





they receive adequate compensation for 
the responsibilities assumed in the larger 
situations. 

Further, it would seem that a fee ex- 
pressed in terms of a fraction of 1% of 
the value of the holding is psychologic- 
ally easier to sell than one expressed in 
terms of an hourly or per diem rate. 
Customers often question the number of 
hours spent and generally resist the con- 
cept that an officer’s time may be worth, 
let us say, $150 to $200 per day. 

To cover all contingencies, I person- 
ally feel that the following formula is a 
fair one for a trustee to follow in de- 
termining the charges that should be 
made for participating in the manage- 
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ment of a family-owned business inter- 
est — whether through board represen- 
tation or other less formal arrange- 
ments: an annual additional fee equal to 
50% of the normal fee being applied io 
the business interest but never less than 
an amount equal to the time spent mullii- 
plied by the trustee’s appropriate per 
diem rate. 

Should such an extraordinary charge 
be levied against the company rather 
than the trust? If the services rendered 
to the company by the trustee are of 
benefit to all shareholders alike, it 
would seem justified. Under the general 
concepts that derive from the corporate 
form of organization, a director elected 
to the board of a company has a duty 
to all shareholders and should serve 
with this objective. Similarly, an in- 
vestor, in his role as shareholder, does 
not expect to bear directly the manage- 
ment cost of the company; rather his 
dividend payments are from the net 
profits after all management costs. Cer- 
tainly a trustee’s participation in man- 
agement should serve to benefit all 
shareholders. Under such circumstances, 
I think a corporate trustee is justified 
in making his extraordinary charge 
against the company. Although counsel 
should be consulted in each jurisdiction, 
I feel the corporate trustee generally is 
justified in first seeking his extra com- 
pensation from the company — either 
in the form of a director’s fee or by 
special charge for services. Only when 
circumstances make this impractical, or 
inadvisable in the opinion of counsel, 
should a trustee charge the trust itself. 


Sale or Other Disposition 


It would seem that the general con- 
cept that a trustee should make a special 
charge for selling a family-owned busi- 
ness interest is reasonably well accepted 
today. Most everyone would agree that 
when a corporate trustee locates a buyer, 
negotiates and closes a sale, it has per- 
formed an extraordinary service beyond 
those contemplated under its normal fee 
schedule. 

The absence of a ready market for 
shares of a closely-held corporation 
makes the problem of sale of such a 
holding much more difficult than is the 
case with typical trust investments. 
Shares listed on a major stock exchange 
generally have the double advantage of 
an established price and the availability 
of a ready purchaser. Closely held 
shares normally have no ready market. 
This absence of market presents the 
trustee with not only the problem of 
attempting to find a purchaser but also 
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the problem of determining a fair price. 
Sometimes a corporate trustee may use 
the services of a broker in finding a 
buyer but he can never shift the respon- 
sibility of determining the fair price. 

Finding purchasers requires knowl- 
edge and experience, and determining 
price requires the assumption of consid- 
erable responsibility, but the primary 
requirement in selling a family-owned 
business is tine. To do the job thorough- 
ly, the trustee must talk to many po- 
tential purchasers, negotiate with sev- 
eral, and often work out a specific con- 
tract with the chosen purchaser. Often 
this process can take months and some- 
times years, and until the sale is con- 
summated the trustee has nothing to 
show for his efforts. 


Business Broker Role 


How much should a corporate trustee 
charge for the sale of a business inter- 
est? Although time and results should 
also be considered, it seems to be gen- 
eral practice that primary weight be 
given to dollar responsibility; that is to 
say, the value of the business interest 
sold. If a corporate trustee locates the 
buyer, negotiates and closes the sale of 
a business interest, it has performed a 
service similar to that performed by a 
business broker. Under such circum- 
stances, it would seem justified that the 
trustee charge a sum for its services 
approximating the charge that would 
have been made by a business broker in 
the same circumstance. Considering the 
responsibilities involved and the rates 
charged by business brokers, it would 
seem that a special fee of from 2% to 
5% of the sales price would be approp- 
riate except in the very smallest of 
holdings. A sale that amounted to less 
than $50,000 might very well justify a 
rate in excess of 5%. The size of the 
company, the difficulties involved and 
the degree to which the trustee partici- 
pates in the sale should be considered 
in fixing the exact amount. 


Except for the transaction involving 
less than $50,000, the following sched- 
ule, in my opinion, would seem to be 
justified when the trustee has in fact 
located the buyer and negotiated the 
sale: 


5% on first _$ 250,000 
4% on next pee eee 750,000 
3% on next _ ECG 00 
2% on over ........—......._.. 2;080:000 


This schedule is slightly lower than the 
rates charged by many business brokers. 

If the seller receives payment in 
shares of a large publicly owned com- 


pany rather than in cash, should « 
greater or lesser fee be charged? O1 
the one hand, argument can be mad 
that because a trust may have to ex- 
pend additional money to convert the 
stock received to cash, a smaller fee is 
justified. On the other hand, the work 
involved in negotiating a sale on a stock 
exchange basis is considerably more 
difficult because it involves an analysis 
of both companies. On balance, I think 
that whether the trust receives cash or 
marketable stock should not greatly in- 
fluence the amount of the fee. 

In the case of liquidation, it is virtu- 
ally impossible to generalize. For ex- 
ample, the liquidation of a personal 
holding company, made up of highly li- 
quid assets, might not justify a fee 
greater than 14 of 1%. The liquidation 
of a manufacturing company with a 
great amount of fixed assets might, on 
the other hand, justify a fee greater 
than would be charged on a sale. Of 
necessity, the corporate trustee will have 
to rely predominantly on time as a 
measure for its fee in liquidating a 
company. Every situation differs. 


General Conclusions 


e Because the problems vary so much. 
it is impractical and virtually impossible 
to incorporate in a published fee sched- 
ule a special schedule of additional fees 
to be applied to trusts having an interest 
in a family-owned company. 

e Even though a specific schedule is 
impractical, nevertheless a corporate 
trustee should state in its published fee 
schedule that additional charges will be 
made for extraordinary services, and 
specifically identify such extra-ordinary 
services so the customer will have ade- 
quate notice. 


e Though it is impractical to spell out 
in a published fee schedule the precise 
method of computing extra fees for 
handling businesses in trust, it is highly 
desirable that the corporate trustee 
adopt as precise a method of computa- 
tion as possible for internal use. As a 
bare minimum, the trustee should at 
least establish a general per diem rate. 
or a specific rate for each of the men 
who are working on these business in- 
terests, so that some standard can be 
applied. An internal statement of how 
extraordinary fees are to be computed 
should be disseminated among all inter- 
ested parties within the trust institution 
so that fees will be consistently applied. 


e Whether a particular fee is compu- 
ted on the basis of time or dollar re- 
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When Is Payment In Discharge of 


PARENT'S LEGAL OBLIGATION 2 


HIS PAPER IS CONCERNED WITH THE 
Ty question of whether particular pay- 
ments from trust income are “applied 
or distributed for the support or main- 
tenance of a_ beneficiary whom the 
grantor is legally obligated to support 
or maintain.”! Most of the case law in 
this field has been concerned with deter- 
mining whether or not the grantor had 
a legal obligation to support the bene- 
ficiary for whose benefit the payments 
were made.* There are practically no 
cases and no rulings analyzing whether 
particular payments satisfy a legal obli- 
gation for the support of a beneficiary 
or whether such payments were for 
luxuries or other items not within the 
broad scope of “obligation of support.” 

The Regulations*® provide that: 


a the amount of trust income 
which is included in the gross income 
of a person obligated to support a de- 
pendent is limited by the extent of his 
legal obligation under local law. In 
the case of a parent’s obligation to 
support his child, to the extent that 
the parent’s legal obligation of sup- 
port, including education, is deter- 
mined under local law by the family’s 
station in life and by the means of 
the parent, it is to be determined 
without consideration of the trust in- 
come in question.” 


Look to Local Law 


Therefore, it becomes necessary to 
look to the local law in each situation to 
determine whether or not a particular 
payment is one that is in discharge of a 
parent’s legal obligation to support. The 
question of what constitutes “obligation 
to support” has arisen under IRC Sec- 
tion 152 and its predecessor, which de- 
fine the term “dependent.” It appears 
that the word “support” in IRC 152 is 
limited only to the basic necessaries 
(but not mere necessities), such as food, 
shelter, clothing, education, medical and 
dental care. Under these Regulations* 


1IRC § 677(b). 

*“Losh, 1 TC 1019 (1943), aff’d. 145 F 2d 456 
(1944) ; Frances Jones Clow, 1 TC 928 (1943); 
Lillian M. Newman, 1 TC 921 (1943); Donahue, 
44 BTA 329 (1941), aff’d. 128 F 2d 739 (1942); 
H. Cecil Sharp, 42 BTA 336 (1940); Morton, 41 
BTA 742 (1940); Tiernan, 37 BTA 1048 (1938). 

Reg. 1.662(a)-4. 

*Reg. 1.152-(2) (i). 
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there is no reference to the local law or 
station in life. In a case® which came up 
on whether the taxpayer paid one-half 
of the support of the child, the tax- 
payer included the cost of a Chris-Craft 
boat as part of her contribution to the 
support of the child. The Court held 
that the expenses in relation to the boat 
were not properly included in the 
amount spent on the support of the 
child, stating: “It does not seem reason- 
able that a $1,400.00 boat is a necessity 
in the family situation which we have 
under discussion.”® A Revenue Ruling’ 
considering the word “support” as used 
in Section 152 concluded that, although 
transportation may be an item of “sup- 
port,” the purchase price of an automo- 
bile bought by the dependent from her 
own income was not counted in deter- 
mining who furnished over one-half of 
the support. 

In a case*® which came up under Sec- 
tion 25(b) of the 1939 Code (which is 
substantially unchanged in the 1954 
Code as Sections 151 and 152), the 
Court held that expenditures for bene- 
ficial items that were not “necessities” 
“were not for the support of the children 
as that term is used in Section 25(b).” 

Under the Flower and Dyer cases and 
Revenue Ruling 56-399, it appears that 
the term “support” for purposes of de- 
termining who provided “support” for 
a “dependent” is different from the 
term “support” as used in Sections 662, 
677 and 678. Under the dependent cases 
“support” means only “that amount 
spent on what are necessaries.”® The 
Regulations under Section 662!° refer 


5Flower v. U.S., (D.C. Pa.) 52 AFTR 1383 
(1957). 

®Flower v. U.S., (D.C. Pa.) 52 AFTR, 1383, 
1389 (1957). 


TRev. Rul. 56-399, 1956-2 C B 114. 

8Dyer v. Comm., TCM 1955-168. 

®*The author’s interpretation of the cases, regu- 
lations and ruling. 

1oReg. 1.662(a)-4. 


to the legal obligation to support under 
state laws. The legal obligation to sup- 
port under state laws is usually much 
more than the mere necessities. 


More Than Necessities 


In Mairs v. Reynolds’ the parent 
pointed out that the Minnesota laws re- 
quired only that a child attend a school 
between the ages of 8 and 16. However, 
the parent grantor used the trust income 
for the education of the minor children 
and spent sums that provided the 
children with more than the minimum 
educational training necessary under 
the Minnesota laws. The Court held that 
the father, as natural guardian, presum- 
ably selected the schools and colleges 
which he deemed appropriate for the 
education of the children in a manner 
suited to their position in life and his 
financial ability. It held that, under 
Minnesota law, this parent was having 
his legal obligation to support satisfied 
and, therefore, was liable for the tax on 
the income of the trust used for the edu- 
cation of his children. 


The common law view in regard to a 
higher education was simply that it was 
not within the obligation of support due 
from a parent to his children.’* This 
view is still followed in Pennsylvania’* 
and New Jersey.'* 

The California courts have held in 
several cases’® that the father’s duty to 
support the children does not end with 
furnishing the mere necessities of life if 
he is able to afford more. Children are 
entitled to be supported in style and 
condition consonant with the position 
in society of their parents. In the Hale 


UuMairs v. Reynolds, Collector of Internal Rev- 
enue, 120 F 2d 857; 27 AFTR 534 (1941). 


12Middlebury Chandler, 19 Vt 683 
(1844). 


13Commonwealth v. Wingert, 
613; 98 A 2d 203 (1953). 


59 A 


College v. 


173 Pa. Super. 


14Straver v. Straver, 2d 39 (1948 N. J. 
Eq.). 

Newell v. Newell, 146 Cal. App. 2d 166; 303 P 
2d 839 (1956); Rawley v. Rawley, 94 Cal. App. 
2d 562; 210 P 2d 891 (1949); Wong v. Wong 
Ying Young, 80 Cal. App. 2d 391; 181 P 2d 741 
(1947); Berry v. Chaplin, 74 Cal. App. 2d 669; 
169 P 2d 453; Hale v. Hale, 55 Cal. App. 2d 879; 
132 P 2d 67 (1942); Blair v. Williams, 80 Cal. 
App. 676; 261 P 539 (1927). 
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case where the child claimed he needed 
additional monies to go to Princeton 
University, the Court stated: 


“We do not agree with some de- 
cisions which have held that a di- 
vorced father may not be required 
to provide funds to send a minor 
child over 16 years of age to college 
if he has the financial ability to do 
so. That question is one for the Trial 
Court under all the facts and circum- 
stances to weigh and determine, and 
if the Trial Court determines that it 
is for the best welfare of the minor 
child that he or she be sent to col- 
lege, and that the father has the finan- 
cial ability to do so, then we believe 
that under Section 188 of the Civil 
Code, the Court has the power to re- 
quire the father to provide the funds 
necessary for such college education 
during the minority of the child. That 
it is the public policy of this State 
that a college education should be 
had, if possible, by all of its citizens, 
is shown by the fact that the State of 
California maintains so many insti- 
tutions of higher learning at public 
expense.” 


In Cohen v. Cohen'® a New York 
Court held that a parent had a legal ob- 
ligation to provide a college education 


for his child, declaring: 


“The contention that the defendant 
[father] is not compelled to provide 
more than a public school education 
is, under the prevailing weight of 
modern authority, untenable .. . It 
is true that a college education is not 
a ‘necessary’ within the meaning of 
that term for which a parent may be 
held liable in an action instituted by 
a third party.” 


1682 NYS 2d 513 (1948). 


Courts in Maine,’* Washington,'* 
Montana,'® New Hampshire.” Wis- 
consin,”! Iowa?" and Tennessee** have 
followed the modern view and_ have 
ruled that a higher education was within 
the parent’s legal obligation of support 
owed to his children. 


Station in Life 


An interesting tax case illustrates the 
Tax Court’s philosophy that the extent 
of a husband’s obligation to support his 
family is properly related to their “sta- 
tion in life.” In Hill v. Comm.** the 
petitioner, a resident of Minnesota, lived 
with his wife and four adult children. 
The petitioner’s wife was independently 
wealthy, with income-yielding property 
in excess of $600,000. Petitioner had set 
up a trust, with himself as trustee and 
his wife as beneficiary, giving her an 
income of $12,000 a year outright and 
the remainder of the income for her sup- 
port and maintenance. During the tax- 
able year, in addition to the $12,000 
paid the wife, the trust made disburse- 
ments for the upkeep and maintenance 
of the family home in the amount of 


“Luques v. Luques, 127 Me 356; 143 A 263 
(1928). 

18Week v. Feek, 187 
(1936); Underwood v. 
204; £98 P 318 (1931); 


174; 244 P 264; 


Wash. 573; 60 P 2d 686 

Underwood, 162 Wash. 
Esteb v. Esteb, 138 Wash. 
246 P 27 (1926). 


WRefer v. Refer, 102 Mont. 121; 56 P 2d 750 
(1936). 

20Payette v. Payette, 85 N. H. 297; 157 A 531 
(1931). 

*1Peck v. Peck, 272 Wis. 466; 76 N. W. 2d 316 
(1956). 

2Hart v. Hart, 239 Iowa 142; 30 N. W. 2d 748 
(1948). 

Atchley v. Atchley, 29 Tenn. App. 124; 194 


S.W. 2d 252 (1945). 
*433 BTA 891 (1936). 
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$49,499, of which sum the petitioner re. 
imbursed the trust $24,573.29. 


The Court included the balance of th 
trust disbursements in his income. It 
held that, under Minnesota law, funds 
for the petitioner’s wife and the main- 
tenance of the family home were obli- 
gations of the husband, and it did not 
matter that his wife had independent 
means of her own. In affirming the 
case.”” the 8th Circuit held: 


“It is, of course, elementary that 
at common law a husband was liable 
for necessaries furnished to his wife. 
What is included by the word ‘neces- 
saries’ is often troublesome; but it 
was said in the case of Bergh v. 
Warner?® . . . that the term ‘neces- 
saries’ in its legal sense, as applied 
to a wife, is not confined to articles 
of food and clothing required to sus- 
tain life or preserve decency, but in- 
cludes such articles of utility, or even 
ornament, as are suitable to maintain 
the wife according to the estate and 
rank of her husband. And this is true, 
even though as here, the wife has 
independent means, or even though 
the husband had furnished her with 
money to pay for such necessaries. 

“The maintenance, operation and 
upkeep of a dwelling as a home for a 
man and his wife connote something 
more than the mere food and shelter 
for the two spouses alone. It includes 
a place to which friends and the chil- 
dren and other relatives of the man 
and his wife may come and visit and 
be socially entertained from time to 
time.” 


It appears, therefore, that the courts, 
looking to state law to determine 
whether or not a particular payment is 
in discharge of an obligation to support, 
will make the decision in reference to 
the parent’s station in life and general 
financial condition. A recent tax case*‘ 
inferentially supports this conclusion. 
The parent grantor, as part of a divorce 
agreement, set up a trust for the bene- 
fit of his child, then 10 years old. Be- 
sides the trust, the grantor paid his ex- 
wife $115 per month for the support of 
the child. The trust income for the year 
was $8,200, which was paid out to the 
child. The Tax Court held that all of 
such $3,200 was paid to satisfy the 
father’s obligation of support of the 
child. In reversing the Tax Court. the 
Appellate Court stated: 


“It is incredible that $8,200.00 a 
year could possibly be used merely to 
support and educate . . . this little 
boy from a modest home.” (Emphasis 


=Hill v Comm., 88 F 2d 941; 19 AFTR 222 (8th 


Cir. 1937). 

Bergh v. Warner, 47 Minn 250, 252; 50 N.W. 
77, 78. 

27Hamiel’s Estate v. Comm., 253 F 2d 787 (6th 


Cir); 1 AFTR 2d 1501 
1956-235. 


(1958) reversing TCM 
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added) ... “It was not necessary to 
use the total income of the Trust each 
year for the support and education 
of the child. Such an expenditure 
would have been utterly foolish and 
a deliberate waste and destruction of 
what belonged to the child.” 


The case was remanded to the Tax 
Court to determine the amount actually 
spent in support and education of the 
child. It appears here that the Appellate 
Court had before it sufficient facts to 
determine that the station in life of the 
parents was too modest to allow as 
proper the expenditure in the amount 
of $8,200 a year for support and educa- 
tion of a boy during the years from ten 
to fourteen. 


Luxury or Necessity? 


The Regulations** provide that the 
term “ ‘legal obligation’ includes a legal 
obligation to support another person if, 
and only if, the obligation is not affected 
by the adequacy of the dependent’s own 
resources.” It is the author’s interpre- 
tation that an invalid adult child may be 
supported by the income of a parent- 
grantor trust, and the income used for 
the support of such adult invalid child 
will not be taxable to the parent-grantor 
if the parent’s obligation: is based on 
the inability of the adult invalid child 
to support himself. Under California 
law*® a parent is obligated to support 
the invalid adult child only if the in- 
valid adult child does not have adequate 
resources of his own. Therefore, in Cali- 
fornia an adult invalid child may be 
supported by the income of a trust set 
up by said adult child’s parent without 
having the income taxable to the parent- 
grantor of the trust. 


In light of all the cases holding that 
a parent’s obligation to his child is con- 
trolled by the parent’s station in life 
and general financial position, it is the 
author’s conclusion that if the payment 
made for the child is not for a luxury, 
then such payment is in discharge of a 
legal obligation to support. Whether or 
not such item purchased is ‘a luxury 
will be determined by whether or not 
such item is “necessary” to maintain 
such child’s and/or person’s general 
social position and educational position 
in the social stratum in which he is 
living, 

Stated another way, if the parent 
would not have made the expenditure 
himself, but the expenditure was made 





*SReg. 1.662(a)-4. 

*California Civil Code Section 206: “it is the 
duty of the father, the mother, and the children 
of any poor person who is unable to maintain 


himself by work, to maintain such person to the 
extent of their ability .. .”’ 
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only because the trust existed and had 
the funds, then such expenditure is 
more likely to be categorized as a luxury 
and not an item of support. 


It appears that, where a trust for the 
benefit of a child will be most important 
for the parent’s tax planning, the trust 
income cannot be used for such hoped 
for expenditures as fraternity dues, 
private college tuition or a professional 
education. 


In California, (and presumably else- 
where) the husband has the primary 
duty of support of the children.*° If 
the wife were the grantor of a trust, 


%eCalifornia Civil Code Section 196. 


with the income to be used for the sup- 
port and maintenance of the children, 
the trust income would not be taxable 
to the wife (under Section 677) even 
if so used. However, the Regulations*! 
provide: 


“Any amount which pursuant to 
the terms of a will or trust instru- 
ment is used in full or partial dis- 
charge or satisfaction of a legal obli- 
gation of any person (emphasis 
added) is included in the gross in- 
come of such person under Section 
662(a) (1) or (2), whichever is ap- 
plicable, as though directly distributed 
to him as beneficiary.” 


(Continued on page 70) 





31Reg. 1.662 (a) -4. 
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IS YOUR TRUST BUSINESS _ 
SETTING NEW RECORDS? 


iT WILL ... with record-making 
trust advertising by Purse. 


Month after month, we receive comments from customer 
banks about the record-breaking results that Purse 
Advertising is producing for them. A Trust institution 
in the East using Purse Advertising recently wrote: 


"We received 70 replies within 3 days 
after sending a mailing to a list of 


277 names.’ 


Let Purse Advertising set a new record in increased 


trust business for you. 


Write, wire or phone us (collect) for full details on a 
PURSE PROGRAM for your Trust Department. 


The Fuse Copa 
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CHEMICAL BANK 
NEW YORK 
TRUST COMPANY 


Founded 1824 











Condensed Hlatement of Condétion 


At the close of business December 31, 1959 


ASSETS 
Cash and Due from Banks ..._..._ $1,180,028,478.65 
U.S. Government Obligations ._. 456,816,267.93 
State, Municipal and Public Securities 309,577,258.53 
Other Bonds and Investments . 19,519,897.17 
ee er . . &2,222,140,161.18 
Banking Premises and Equipment . 28,157,023.52 


Customers’ Liability on Acceptances 76,207 ,016.63 

Accrued Interest and Accounts 
Receivable . . . ... . 14,532,896.27 
Other Assets . . . ... . 7,485,348.84 
$4,314,464,348.72 














LIABILITIES 

Capital Stock($12. par) $101,719,080.00 

Surplus. . . .  228,280,920.00 

Undivided Profits . 67,178,864.27 $ 397,178,864.27 
Reserves for Taxes, Expenses, etc. . 8,156,182.16 
Dividend Payable January 1, 1960 . 5,085,954.00 
Acceptances Outstanding (Net)... 78,502,912.67 
Bills Payable ee ae ee 100,000,000.00 
Other Liabilities . . . .. . 14,363,731.23 
De@postie .... . « « « elt i76.704:39 





$4,314,464,348.72 








Securities carried at $318,252,036.46 in the foregoing statement are 
deposited to secure public funds and for other purposes required by law. 


104 Convenient Offices in Greater New York 
Over 50,000 Correspondent Banks and Branches Abroad 


Charter Member New York Clearing House Association 
Member Federal Reserve System 
Member Federal Deposit Insurance Corporation 


MAIN OFFICE: 165 Broadway, New York 15, N. Y. 
LONDON OFFICE: 25-31 Moorgate, London, E. C. 2 














Directors 


FRANK K. HOUSTON 


Honorary Chairman of the Board 
N. BAXTER JACKSON Chairman, 
Executive Committee 


HENRY UPHAM HARRIS _ Partner, 
Harris, Upham & Co. 


HAROLD H. HELM Chairman 


H. E. HUMPHREYS, JR. Chairman, 
United States Rubber Company 


CASON J. CALLAWAY Farmer 


ADRIAN M. MASSIE 
Chairman, Trust Committee 


ROBERT J. McKIM 
Chairman of the Board, 
Associated Dry Goods Corporation 
MAURICE T. MOORE Partner, 


Cravath, Swaine & Moore 


RICHARD K. PAYNTER, JR. 
Chairman of the Finance Committee 
and Executive Vice President, 
New York Life Insurance Company 
J. ALBERT WOODS Chairman, 
Courtaulds North America, Inc. 
B. F. FEW Trustee, 
Duke Endowment 


ROBERT G. GOELET Real Estate 


HULBERT S. ALDRICH 
Vice Chairman 


JAMES B. BLACK 
Chairman of the Board, 
Pacific Gas and Electric Company 


PERCY L. DOUGLAS 
Executive Vice President, 
Otis Elevator Company 


GILBERT H. PERKINS 
Vice Chairman 
ISAAC B. GRAINGER President 
ARTHUR K. WATSON President, 
IBM World Trade Corporation 


ROY F. COPPEDGE, JR. President, 
National Distillers and 
Chemical Corporation 


KENNETH E. BLACK President, 
The Home Insurance Company 
HENRY L. HILLMAN President, 


Pittsburgh Coke & Chemical Company 
CHARLES H. KELLSTADT President, 
Sears, Roebuck and Co. 

H. 1. ROMNES President, 
Western Electric Company, Inc. 


LAMMOT du PONT COPELAND 
Director, Vice President and Member 
of the Executive Committee 
E. I. duPont de Nemours & Company 


avisory Comm illee 


ROBERT A. DRYSDALE 
Senior Partner, Drysdale & Co. 
DUNHAM B. SHERER New York 
C. WALTER NICHOLS Chairman, 
Nichols Engineering & 
Research Corporation 
ROBERT GOELET Real Estate 
JOSEPH A. BOWER Retired 
THOMAS R. WILLIAMS President, 
Ichabod T. Williams & Sons, Inc. 
JOHN K. ROOSEVELT 
Partner, Roosevelt & Son 
JOHN R. MeWILLIAM Retired 
W. ROSS McCAIN Retired Chairman 
of the Board of Aetna Insurance Company 
GRAHAM H. ANTHONY Chairman, 
Executive Committee, Veeder-Root, Inc. 
FREDERICK E. HASLER Chairman, 
Haytian American Sugar Company, S.A. 
JAMES BRUCE 
Director of Various Corporations 


WILLIAM P. WORTHINGTON 
President, Home Life Insurance Company 
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DOORWAYS TO MERCHANDISING 
(Continued from page 10) 


impedes entrance of bugs or animals and 
saves on air conditioning costs. It can 
also find application in many industrial 
installations where equipment or men 
must be mobile between certain areas 
and it may even, if Universal’s dreams 
come true, find a place in their refrig- 
erated cabinets in retail outlets. Present 
dispensing units for frozen foods do 
quite well but under certain conditions 
some suffer temperature loss and an air 
curtain may furnish the solution. 


The unit is patented but there are two 
competitors, one operating under a Bel- 
gian patent; Universal is not concerned 
in a competitive sense because they have 
features which outdo the others, it is 
claimed. Grilled apertures at top and 
bottom, or horizontally, circulate the air 
and their device has an automatic con- 
trol which adjusts to resist outside or in- 
side wind gusts or movements. It is 
claimed to be effective under normal 
conditions but not, of course, against a 
gale. Although more expensive to install, 
especially in conversion jobs, than selen- 
ium-cell or treadle-operated doors, Mr. 
Prince noted its temperature and inside 
heat maintenance features and negligible 
upkeep as compared with expensive 
glass-replacement outlays of other doors 
at heavy traffic points. He cited, for in- 
stance, the figure of $17,000 for door re- 
pairs in one year at the St. Louis Lam- 
bert Field Airport. 

Among some users of the air curtain 
are the Dime Savings Bank in New York 
City and supermarkets like Grand Union 
and Kroger. United States Steel has a 
19 foot aperture on order for Gary and 
another 40 footer is slated for a Las 
Vegas casino; seven United States post 
offices have made installations and in- 
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quiries are coming in at a rapid pace. 
The sales force is still being organized 
and it will require tremendous work to 
cover the field but the company looks for 
black ink in this sector by 1961 and is 
very enthusiastic over the longer-range 
prospect. 

It should be pointed out that industry 
is likely to prove a lucrative market if 
the curtain’s claims prove out because 
maintenance of good working conditions 
is important to employee health and a 
steady temperature is often essential for 
industrial processes, as in breweries 
where doors now insulate certain sec- 
tions. With horizontal air orifices, lift 
trucks or other plant vehicles can pass 
without damaging the grilles and with- 
out loss of time to stop the vehicle, open, 
stop and close the door, while tempera- 
ture remains constant. 


Management — Personnel 


Queried on the program for manage- 
ment development, Mr. Prince noted 
that Mr. Wilson, previously a director, 
was brought in on October first to head 
active management from his post of ex- 
ecutive vice president of Anheuser-Busch, 
Inc. There is a good nucleus of talented 
men in the fold and in acquisitions the 
caliber of personnel has been a continu- 
ing concern. Where they failed to keep 
pace, necessary strengthening steps have 
been taken and this policy will continue 
to be followed. The company is current- 
ly looking for good men for certain 
spots. 

Labor relations are reported as good. 
The parent company and certain sub- 
sidiaries have had a self-administered re- 
tirement fund since 1952 which is up- 
to-date and a restricted stock option plan 
for officers and key employees was 
adopted in 1959. In addition, through 
Universal Match Foundation the com- 
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pany contributes almost $50,000 yearly 
to scholarships and fellowships for spe- 
cial research and graduate studies. 


On the March 


As recently as 1955, Universal’s sales 
totalled around $29 million and each 
year has seen an increase, with 26% rise 
registered in the 1958 “depression” year. 
As indicated previously, management ex- 
pects a $65 million total for 1959, about 
43% above 1958, with every indication 
that profitable operations will continue 
to expand in 1960. Granted continuation 
of a healthy business picture, both 
Messrs. Wilson and Prince expressed 
confidence in sales volume more than 
double that of 1959 but without a speci- 
fied target date. 

The financial history of the corpora- 
tion reflects a conservative cash payout 
policy of around 50% of net, supple- 
mented by stock dividends. Profits per 
share have been moving upward con- 
sistently in the last five years with esti- 
mated 1959 results in the area of $3.00 
per share, almost twice 1958. With in- 
tent to conserve cash to finance expan- 
sion of recent acquisitions, directors 
placed the present shares, split two for 
one in 1959, on a $1 dividend and de- 
clared a 4% dividend in stock, payable 
December 15th. Capitalization of the 
company is represented by long-term 
debt of $6.8 million, a preferred issue 
of some 8,800 shares and 1,625,035 
shares of common stock. Until listing on 
the New York Stock Exchange on July 
30th, the common stock was traded over 
the counter. 

In implementing its expansion plans, 
Universal has recently completed three 
acquisitions in St. Louis which will help 
to round out its metal working and 
match operations. They likewise are or- 
ganizing their own finance company to 
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Color or black and white photos on match books are effective, long-lived salesmen. 
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OF STEADY GROWTH 


through Practical Assistance to 


COMMUNITY BANK 
TRUST DEPARTMENTS 


It was back in 1948—exactly twelve 
years ago—that the Studley, Shupert 
Trust Investment Council was organ- 
ized with a charter membership of only 
eight community banks. Today’s mem- 
bership is in excess of 125 banks! 

This growth is an indication that the 
Council’s objective (which seemed al- 
most visionary at the start) has been 
developed into a reality, and fills a 
serious gap in many community bank 
trust departments which are necessarily 
understaffed and deficient in invest- 
ment research facilities because of bud- 
getary limitations. 

The Council’s objective was two- 
fold: 

1. To provide Members (for a 
modest annual fee of only hundreds of 
dollars) with a continuous flow of 
basic trust investment data compiled by 
a staff trained and experienced in every 
phase of investment management, 
soundly indoctrinated with the “trust 
viewpoint,” and equipped with research 
facilities second to none. 

2. Despite the low annual member- 
ship fee, to make the Council Staff 
available to Members at all times for a 
reasonable amount of personal con- 
sultation and individual assistance 
aimed to attain the specific trust ob- 
jectives of individual accounts. 


In implementing this objective, and 
to safeguard the interests of Members 
and the accounts they serve, the Coun- 
cil Staff adheres to a strict code based 
on the philosophy of the Prudent Man 
Rule. It is a simple, straightforward, 
down-to-earth code. 

Advice and recommendations pro- 
vided to Members are equally simple 
and down-to-earth . . . prepared in 
everyday, easy-to-understand language. 

And so, if you were to inquire into 
the reasons for the Council’s twelve- 
year growth and success, you would 
find this: 

Membership cost is low. Service is 
provided by an adequately equipped, 
fully competent, trust-minded staff. It 
is a thoroughly rounded service, meet- 
ing routine, day-to-day situations; and 
it is individualized to meet special situ- 
ations. It has a due regard for the in- 
tegrity of Council Members and for the 
protection of their clients. Finally, it is 
a service which recognizes that com- 
munity bank trust officers cannot take 
the time to puzzle out so-called learned 
dissertations on economics, but that 
they need and welcome practical trust 
investment guidance. 

An inquiry about Council Member- 
ship will not obligate you in any way. 
Write today to Dept. TE-60. 


facilitate placement of vending equip- 
ment, which should both assist sales and 
produce a satisfactory profit. 

When the finance company is set up, 
Mr. Prince expected that some financing 
might be required. The company’s finan- 
cial posiiion is strong; they have an 
insurance loan of $7 million, on which 
the first year installment of $350,000 has 
been paid; a three bank arrangement as 
high as $6 million against 90% of Gov- 
ernment receivables (inventory and 
work in process) under which they could 
ioday take down $3.7 million but which 
is still unused; also an unused open line 
of $1.5 million. Furthermore, Mr. Prince 
observed that if 1959 profits came to 
$4.5 million, with dividends of $1.5 mil- 
lion, cash position, including deprecia- 
tion, would be quite comfortable. 

Another development of possible sig- 
nificance lies in the recent announce- 
ment by Universal Match and Universal 
Controls, Inc., of a joint program to 
merge engineering skills to promote and 
develop application of both companies’ 
devices in automatic vending of race 
track tickets, railroad and bus tickets 
and numerous other activities calling for 
electronic controls and coin mechanisms. 


Bright Vending Industry Future 


It is axiomatic that industry leaders, 
whether manufacturers of vending ma- 
chines or motor cars, lean to the opti- 
mistic side, unless the weight of evidence 
is overwhelmingly against them. In the 
case of the vending industry, however. 
there seems ample logic in the recent 
statement by Thomas B. Donahue, presi- 
dent of the National Automatic Mer- 
chandising Association, at the Chicago 
industry convention: “Automatic mer- 
chandising today has better consumer 
acceptance than ever before in history 
and the next decade will bring a dy- 
namic growth to the industry.” 

If Mr. Donahue’s statement is borne 
out, and it need not be limited to the 
Uniied States, the potentials for Univer- 
sal Match Corporation appear most al- 
luring. It has a strong position in essen- 
tial elements such as cabinets to hold the 
merchandise, the coin mechanisms to 
control movement of goods, the bill 
changers to handle a broad range of 
higher-ticket items, advantages like the 
air curtain which can be combined to 
fulfill other functions. Given continua- 
tion of an aggressive and _ research- 
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STUDLEY, SHUPERT TRUST INVESTMENT COUNCIL 


1617 PENNSYLVANIA BLVD., PHILADELPHIA 3, PA. 
24 FEDERAL STREET, BOSTON 10, MASS. 


minded management, Universal could be 
on the verge of a marked era of expan- 
sion which could prove most rewarding 
to the patient holder of a partnership 
interest. 





TRUST INVESTMENT 
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Eighth Annual Symposium Expects 


RISING PROFITS AND DIVIDENDS IN 1960 


N SPITE OF THE NEARLY TEN-YEAR 
| in stock prices, a cross section 
of trust investment officials from all 
parts of the United States looks toward 
higher profits and dividends during 
1960 to lift selected stocks to still higher 
p/e multiples. 

Of 58 surveyed by T&E, 54 trustees 
are convinced that profits will increase 
in a range from “slightly” to a top of 
20%. while 53 think that dividends will 
be upped from “slightly” to 10%. None 
foresees a _ falling-off which would 
threaten business stability appreciably 
during this year but several are in doubt 
about trends in the second half and voice 
misgivings of lower operating levels as 
1961 approaches. 

Guesses from the 58 respondents 
upon the probable 1960 range in the 
Dew-Jones Industrial Average go as 
high as 800 and down to 500, both ex- 
tremes being strictly “lone wolf” opin- 
ions, Almost without exception, these 
observers look for an upward swing 
well into the 700s, with 23 mentioning 
750 or above and 14 others between 725 
and 750. On the down side. only 16 be- 


_lieve that the 600 level will be broken. 
The consensus therefore favors a rough- 
ly-indicated area of approximately 10% 
above and below the 1959 year-end clos- 
ing figure of 679.36. 

At this point, it is pertinent to ob- 
serve that the crystal-ball gazers in the 
Seventh Symposium (T&E, Jan. 59, p. 
24) came very close to calling the top 
close, which was that of December 31st 
above, with their figure of 650, although 
the downside 500 was never in question. 
In their growth stock selections, also, 
some of the outstanding 1959 market 
performers on the upside appear, the 
principal timing errors being the nine 
petroleum companies chosen. 

In listing the most favored industries 
for 1960, the flexibility of trustee in- 
vestment thinking is apparent in two 
instances, namely, the motor car and 
accessory group and the oils. The first 
group heads the list for 1960 with 27 
mentions, based upon the excellent out- 
look for the current year, while in the 
previous compilation it was ignored. 
The oils, which last year led the parade 
at 35, have fallen this year to eight. 


In second place come the chemicals at 
26, followed by the steels with 22 and 
electronics at 21. Office equipments, 
electrical component producers, utilities, 
aluminums and papers follow in. that 
order. 


Two lists of stocks selected for cur- 
rent income and for long-term growth 
are presented herewith on the basis of 
receiving a minimum of two nomina- 
tions. 


The following remarks which provide 
background to the statistical summary 
also show that trustees are well aware 
of the risks attendant upon a historically 
high level of stock prices. While it is 
unlikely that stocks will be drastically 
cut back or eliminated in most accounts, 
buying is likely to be much less aggres- 
sive and some switching into bonds may 
be done where income is a paramount 
consideration. 


e With the steel strike unsettled and 
with railroad negotiations ahead, any 
prognostication must be subject to these 
variables. Barring any major unsettling 
developments, the general outlcok is fav- 





STOCKS FOR INCOME STOCKS FOR LONG TERM GROWTH 
Allied Stores... CS 2-~2Ss Kennecott Copper - 5 Ce es 13. Kimberly Clark 2 
American Can __ 14 May Dep’t Stores... 3 Aluminium Ltd. _ _2 Merck _. Decca eee 6 
Amer. Tel. & Tel. _.17 .Middie South Util. _.. 3 Amer. Cyanamid.... 3 + Minn. Honeywell —__ 5 
Armco Steel - __. & Mergen Guaranty _.._£_£__. 6 Amer. Home Prod. 2 Minn. Mining - 4 
Amer. Tobacco 6 Wational Dairy 5 Caterpillar Tractor _._..._ 3 Monsanto Chem. - =. 2 
Bethlehem Steel _7 National Fuel Gas —_. 2 Central & Southwest ______. . Fee eee... § 
Boston Edison 2 Niagara Mohawk ____ 6 Continental Insur. 2 Pitts. Plate Glass __. 3% 
Chem. Bk. N. Y. Trust 2 Norfolk & Western -. <n Continental Oil _2 Polaroid _ 3 
Chesapeake & Ohio... 2. Northern States Pwr. _. 5 Corning Glass _._. _ (eee 2 
C. I. T. Financial __ 7 Pacific Gas & El. 3 Crown Zellerbach __. 2 Reynolds Metals sds 3 
Cincinnati Gas & El. Bi NG en Senet ie)” Te ee SS 
Commercial Credit _ _ 4 ‘Phillips Petroleum — 2 Du Pont ese £0 (000 ROEM, 
Consol. Nat. Gas ____ 4s. Pe Bor. tee. 2 Eastman Kodak - Ma 41GB) Beare... 2 
Consumers Power __. 7 Quaker Oats __ Ie ae Snag 2 i: a Ta! . | Ce ee aes 2 
Continental Can 2 soeeumew SO 3 Florida Pwr. & Lt. _...... 8 Standard Oil (N. J.) - 2 
Continental Insur. ___. 2 Socony Mobil Oil ile a Food Machinery _............ 2 Texaco —__.... 5 
Deere _. ei, 3 So. Calif. Edison 5 ro. . . ... § Tee eeeipentia _ 5 
First Nat. City Bk. _~ 2 Standard Oil Gen, American Trans, 2 Texas Utilities 2 
First Nat. Stores er (Calif.) a Gen. Electric ____.__.. 18 Trem 2 2 
CLES | eee eee: ae 5 Gen. Foods _2 Transamerica _ 7 
eon, Meters ..____.._ 11 gt EER Gen. Motors ___ _....... 2 Travelers Insur. 2 
| a: se: A I, TIN cisions’ Goodyear T. & R. _...7 Union Carbide - _8 
Illinois Pwr. - eee cf ERC RT Guat Oe 2 OR OO. if 
Ingersoll Rand __- : eee... 9 - | ines i cacaiteanliaati Re eer 2 
International Harvester _._ 6 United Shoe Mach, —.. 2 Ineur. Co. of N..A,. —... a 
Iowa-Illinois Gas & El. _...2 U.S. Pipe ---......-.. 2 ee LC ees ey 
Kansas City Southern Ry. 2 Woolworth _........_»_» 2 Kaiser Alum, _........-....... 2. Westinghouse = 
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orable for continued good business for 
the first half, and even carrying further 
into the second half. This business bulge 
should push prices of equities higher 
with interest rates continuing under 
pressure. There is more question con- 
cerning late 1960 and 1961, with much 
depending on Government expenditures, 
how well consumer expenditures are sus- 
tained, and a reappraisal of our com- 
petitive position in relation to the rising 
economy in the various nations of the 
world. 

e Buy bonds for income The 
anticipation of rising business activity, 
with increasing corporate earnings, and 


dividends, give some validity to high 
P-E ratio and low yield currently in 
evidence in stock market. Political and 
monetary uncertainty in 1960 is the key 
to future approach. In the meantime 
hold good stocks but be agile. 

e We like temporarily oils, aircrafts, 
home building, as excellent long term 
values, 

e 1960 may be the top year in busi- 
ness and stock prices for several years 
ahead. Unless. strikes prolong uncer- 
tainty, by next year-end trends will be 
less buoyant. 

e Bonds appear to be in a buying range 
and we would be inclined to pay more 
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attention to achieving balance in a port- 
folio than heretofore. 

e Expect a speculative boom may oc- 
cur sometime in 1960. Preparations are 
being made to reduce stock ratios if this 
does happen. The order of cut may be 
from a 75% level to about 60% in ac- 
counts for individuals. 

e Prospects for 1960 probably still 
underestimated as there is a good chance 
fourth quarter will exceed first quarter. 

e Sharp uptrend in general business 
activity, sales and profits in first half, 
followed by rise at slower rate in last 
half, should support investment confi- 
dence in paying even higher prices for 
stocks for longer term prospects. Selec- 
tivity for growth should prove the most 
rewarding policy. 

e The income buyer should be more 
interested in bonds than stocks at this 
juncture. The squeeze in profit margins 
will be intensified in 1960 and this will 
hold earnings down — and _ probably 
shave current high P-E multiples. 

e Probably a good year for business 
but the market will no doubt be tuning 
itself to somewhat gloomier prospects 
for 1961. 

e 1960 will be a year when selectivity 
will be of increasing importance. 

e Convertible bonds and convertible 
preferreds for income. 

e It is difficult to be pessimistic with 
prospects for sustained consumer de- 
mand and needs for inventory replace- 
ment producing higher earnings and 
dividends. 

e 1960 will be a time for upgrading 
portfolios . . . Very few growth stocks 
should be bought ... More attention paid 
to income. 

e Stocks on the whole are quite dearly 
valued ... purchase at current prices, on 
average, would subject the purchaser to 
above-average risk. 

e With bond yields at current levels 
we are not attempting to purchase any 
common stocks for income. We are some- 
what cautious about the direction of 
the stock market in the latter half of 
1960 fearing that the following year may 
see some correction in the general level 
of business activity which could be re- 
flected in stock prices. For these reasons, 
the industries currently favored include 
the more defensive utilities and oils 
which we believe will be less affected 
during such period. 

e The market at the end of 1960 will 
still be high based on traditional con- 
cepts of price-earnings ratios and the 
relationship between equity and _ bond 
yields. Such a condition may well con- 
tinue until the next recessionary period. 

e 1960 should produce and result in 
a continued rising market for common 
stocks supported by increased earnings 
and dividends. 

e Expect strong price competition and 
readjustments after completion of in- 
ventory rebuilding. 
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New “El Salvador’ mine anu Concentrator of Anaconda’s subsidiary, Andes Copper Mining Company 


High in the Andes, Anaconda opens another great copper mine 


THE FREE WORLD’S SUPPLY OF COPPER was significantly in- 
creased when Anaconda’s new mine, E] Salvador, recently 
went into production. Located 7800 feet up on the west- 
ern slope of the Andes in north central Chile, El Salvador 
is the largest new copper mine that has been opened since 
1945. Soon to produce at a rate of 100,000 tons of copper 
a year, it has proved ore reserves for 40 to 50 years. And 
there are additional reserves which have not yet been 
fully developed. It promises to take its place as one of the 
few really great copper mines thus far discovered. 

It teams up with an even greater mine, Chuquicamata, 
located a little farther north in Chile. Here Anaconda has 
produced more than 6,000,000 tons of copper since 1915. 
Today, after four decades of production, Chuqui’s proved 


ore reserves still exceed those of other great mines. 

Chile is perhaps the Earth’s most bountiful storehouse 
of copper ore. And in the future, Chilean copper produc- 
tion can repeatedly set new records. This is one important 
reason why nations and industries dependent on copper 
can resi assured of increasingly adequate supplies of this 
versatile red metal. 

Expanded copper production in Chile is part of an 
over-all program in which Anaconda is continually 
applying more than 60 years of experience—not only to 
the development of new copper sources—but also to 
meeting the expanding needs of industry for more and 
better products in the entire nonferrous metal field. The 
Anaconda Company, 25 Broadway, New York 4, N. Y. 


NACONDA 


SUBSIDIARIES OF ANACONDA MANUFACTURE: COPPER AND ALUMINUM ELECTRICAL 
WIRES AND CABLES: ALUMINUM FOIL. SHEET. ROD AND BARS. STRUCTURALS, TUBING 
AND EXTRUDED SHAPES: COPPER. BRASS AND BRONZE SHEET. PLATE, TUBE, PIPE, ROD, 
FORGINGS AND EXTRUSIONS; FLEXIBLE METAL HOSE AND TUBING. 


January 1960 
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UNCERTAINTIES CONTINUE TO 
PLacuE Bonp MARKETS 


Bond markets, as a whole, were some- 
what easier at the end of the year and 
in general showed no inclination to 
rally. Continued weakness and new lows 
in the Governmental market as well as 
high demand for money on the part of 
business no doubt were major influences. 
Whether or not the ease will continue 
through the early part of 1960 remains 
to be seen but at this moment there 
seems to be no reason to expect any- 
thing but a continuation of drifting bond 
markets with the possibility that lows of 
last September in all markets will be 
tested. 


Many difficulties that confronted bond 
markets in 1959 have not as yet been 
solved but must be before any definite 
conclusions can be reached as to the 
long-term outlook. One problem is in 
respect to the fiscal condition of the 
Treasury. While its new-money borrow- 
ing have been met for 1959, recent de- 
velopments indicate there may be re- 
course to more new money financing, 
perhaps as early as January. Because the 
Treasury is still by law unable to com- 
pete with other borrowers, any appraisal 
of bond markets must await decisions of 
Congress. There should be no doubt 
that the Administration will again ask 
for removal of the present ceiling on 
long-term obligations. Perhaps during 
the recent recess legislators have learned 
much and may be more cognizant of the 
fact that continuation of a short-term 
borrowing policy feeds the fires of in- 
flation. The writer believes there will be 
a change in the attitude of Congress. If, 
by chance, the Treasury is allowed to 
borrow favorably on a long-term basis, 
problems of debt management will be 
alleviated and sound plans can be laid 
for the future. The initial attempt, how- 
ever, may unsettle bond markets but 
eventually should prove beneficial. 

A second problem to be solved is in 
respect to maintenance of the integrity 


of the dollar. Today the dollar is like 
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the pound sterling before 1920 and is 
practically the medium of exchange all 
over the world. If we should revert to 
unsound policies then we should expect 
world-wide attack on the dollar. For this 
reason alone legislators should insist on 
economy and efficiency in government 
and even though 1960 is an election 
year, they should resist any attempt to 
expand our economy artificially. 


The settlement of the steel strike re- 
moved one problem facing bond mar- 
kets but the terms of settlement seem 
to contain inflationary aspects whose 
effects may not be realized until later in 
the year. Non-interruption of steel pro- 
duction will help the Treasury in its 
budget estimates, but may prove quite 
costly to the taxpayer. 


In connection with the economic prob- 
lems that face the present and any fu- 
ture administration, it is interesting to 
note some main recommendations made 
by the staff of the Joint Economic Com- 
mittee of Congress. 


{ Reductions of economic ups and 
downs; an effort to make industries 
with large market power “more re- 
sponsive to the public interest,” and 
an increase in the supply of services 
whose prices are rising fastest, such 
as schools, health and transit. 

{ Help smooth out economic fluctua- 
tions; the most important thing Gov- 
ernment can do is reduce the unpre- 
dictable and somewhat unnecessarily 
wide swings in defense procurement. 

{ Larger budget surpluses in prosper- 
ous times, consumer credit controls 
and enlargement and expansion of un- 
employment benefits. 

§ Agreement with the Administration 
on need for removal of the 44% 
ceiling on long-term interest rates. 

{| Criticism of the monetary controls 
exercised by the Federal Reserve. “Ef- 
fective stabilization should be selec- 
tive in an intelligent way.” 

{| Thought be given to controls on con- 
sumer credit and inventory loans, re- 
moval of interest rate ceiling on Gov- 
ernment-backed mortgages, housing 
credit controls and perhaps controls 
on fixed investment in _ industrial 
capacity. 

{ Suggestion that the Federal Reserve 
alter its practices in buying and sell- 
ing Government securities, in setting 
the discount rate for loans to member 
banks and in the reduction of member 
bank reserves. 

j “A vigorous anti-trust program” to 
deal with the market power of domi- 
nant producers.” 


The above is not a report of the Joint 
Economic Committee of Congress but 
only of its staff and the Committee’s 
own report will not be ready for publi- 
cation for several weeks, If some of these 
recommendations are carried out, it 
should not be difficult to visualize the 


impacts on bond markets. For this rea- 
son any predictions must be kept in 
abeyance until a clearer picture de- 
velops. 

Commenting on the future, it appears 
to the writer that the bond markets 
may still be under pressure and any 
early optimism may be ill-founded. In- 
terest rates could rise further and the 
new issue calendar may build up con- 
siderably; if so, then, it is conceivable 
that, with added pressure for money 
from both private and public borrowers. 
a rise in both the prime rate and the 
discount rate could be in the making. If 
such were to occur during the early 
part of 1960, the bond market lows of 
1959 could really be tested. 

Joun P. GourvILLE 
PAINE, WEBBER, JACKSON 
& CURTIS 


Mrxep Stock MarKET AHEAD 


Market averages and many individual 
stocks and groups have already reached, 
or are now selling in, historically high 
ground. However, it is also true that 
many other issues and groups with very 
favorable prospects for 1960 have been 
unduly depressed for various reasons 








ALLEGHENY LUDLUM STEEL 
CORPORATION 


Pittsburgh, Penna. 


At a meeting of the Board of 

Directors of Allegheny Ludlum Steel 

Corporation held today, December 10, 

NL 1959, a dividend of fifty cents (50¢) 

per share was declared on the Com- 

mon Stock of the Corporation, pay- 

able December 29, 1959 to share- 

owners of record at the close of business on 
December 18, 1959. 


S. A. McCASKEY, Jr. 


Secretary 
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‘Pacific Gas andElectric 
Company 


DIVIDEND NOTICE 
COMMON STOCK 
DIVIDEND NO. 176 


The Board of Directors on 
December 16, 1959, de- 
clared a cash dividend for 
the fourth quarter of the 
year of 65 cents per share 
j upon the Company's com- 
i mon capital stock. This 
dividend will be paid by 
check on January 15, 
1960, to common stock- 
holders of record at the 
close of business on De- 
cember 24, 1959. 
K. C. CHRISTENSEN, 
Vice President and Treasurer 
San Francisco, Calif. 


coccinea 


TRUSTS AND ESTATES 


ie 





.- 


eee 








during the past year. In a rotating and 
highly divergent market where over-all 
action has been keynoted by extreme 
selectivity and cautious optimism, many 
stocks representing various fields are 
selling at less than ten times earnings, 
while others are yielding 2-3%, or 
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CONSOLIDATED 
NATURAL GAS 
COMPANY 


30 Rockefeller Plaza 
New York 20, N. Y. 


| 
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DIVIDEND No. 48 


Tue BOARD OF DIRECTORS 
has this day declared a regular 
quarterly dividend of Fifty-Five | 
Cents (55¢) per share on the 
capital stock of the Company, 
payable February 15, 1960 to 
stockholders of record at the close 
of business January 15, 1960. 


JOHN MILLER, Secretary 


HNN 


December 16, 1959 
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THE CINCINNATI GAS 
& ELECTRIC COMPANY 
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Over 107 years of uninterrupted 
cash dividends on common stock 


The 
Board of Directors has 
declared a dividend of 37% cents 
per share payable February 15, 1960, 
to shareholders of record 
January 15, 1960. 


MILES J. DOAN, SECRETARY 








REGULAR 
QUARTERLY 
DIVIDEND 


The Board of Directors has 
declared this day 

COMMON STOCK DIVIDEND NO. 102 
This is a regular quarterly 
dividend of 


25 ¢ Sant 


Payable on February 15, 1960 
to holders of record at close 
of business January 20, 1960 
Milton C. Baldridge 
Secretary 

January 7, 1960 


: THE COLUMBIA 
GAS SYSTEM, INC. 
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lower, compared with an approximate 
5% yield available on many top quality 
bonds. Although admittedly more attrac- 
tive for yield, the general public still 
shows no great preference for bonds 
over stocks, which seems to indicate 
that as long as available investment 
funds are plentiful and over-all business 
and economic prospects are favorable, 
as they appear to be right now, investors 
will continue to search for attractive 
stock values which have been temporar- 
ily depressed for one reason or another. 

No general forecast can be made 
with any accuracy in terms of the aver- 
ages, because the averages include only 
a limited number of stocks and cannot 
possibly represent a totally accurate 
picture of this very broad and rotative 
market. Notwithstanding the rather too 
many optimistic forecasts being made 
for business and the economy during the 
January-June period of 1960, many 
stocks seem to have already reached 
levels where a good part of these favor- 
able prospects have been mostly dis- 
counted. Many of the estimated earn- 
ings forecast in early 1959 for the past 
year have not been very accurate. Rea- 
son—the steel strike. Therefore, it ap- 
pears quite possible that many of the 
shooting stars in the stock market 
firmament of 1959 will revert to fall- 
ing stars in 1960 and vice versa. From 
a technical standpoint, no intermediate 
top can be called at present, yet such a 
top is rather expected sometime during 
January. What will cause it and whether 
the averages will be 3% or 5% higher, 
reaching a level above 700 is impossible 
to forecast at this time. 


KENNETH WARD 
HAYDEN, STONE & CO. 
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Bank Surveys Iowa 
Business Trends 


With approximately 400 executives as 
guests at an eight-man panel discussion 
of 1960 Iowa business prospects, the 
lowa-DesMoines National Bank held its 
first forecast meeting in Des Moines 
on December 9th, 


The State’s very large stake in agri- 
culture and allied lines is expected to 
suffer somewhat in 1960 through de- 
cline in net farm income but farm 
people’s income from non-farm sources 
may rise, according to Dean Andre of 
Iowa State University. The other 
speakers, however, representing farm 
machinery, publishing, utilities, con- 
struction, livestock, life insurance and 
retail merchandising, presented a con- 
structively optimistic attitude toward 


prospects in their lines of activity. The 
meat industry, according to W. W. Mc- 
Callum, president of the meat-packing 
house of John Morrell & Co., offers 
Iowa’s best avenue to greater industrial 
activity and he urged development, 
rather than curtailment, of livestock pro- 
duction in the state toward that end. 





FEDERAL PAPER BOARD CO., Inc. 
Common & Preferred Dividends: 


The Board of Directors of Federal 
Paper Board Company, Inc. has this 
day declared the following quarterly 
dividends: 
50¢ per share on Common Stock, 
2834¢ per share on the 4.6% 
Cumulative Preferred Stock. 
Common Stock dividends are payable 
January 15, 1960 to stockholders of 
record at the close of business Decem- 
ber 29, 1959. 
Dividends on the 4.6% Cumulative 
$25 par value Preferred Stock are pay- 
able March 15, 1960 to stockholders 
of record February 29, 1960. 
ROBERT A. WALLACE 
Vice President and Secretary 
December 15, 1959 
Bogota. New Jersey 
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Southern California 


Edison Company 


DIVIDENDS 
The Board of Directors has 
authorized the payment of 


the following quarterly divi- 
dends: 


COMMON STOCK 
Dividend No. 200 
65 cents per share; 


PREFERENCE STOCK, 

4.48% CONVERTIBLE SERIES 
Dividend No, 51 

28 cents per share; 


PREFERENCE STOCK, 

4.56% CONVERTIBLE SERIES 
Dividend No, 47 

28'/2 cents per share. 


The above dividends are pay- 
able January 31, 1960 to 
stockholders of record Jan- 
uary 5. Checks will be mailed 
from the Company's office in 
Los Angeles, January 30. 


P. C. HALE, Treasurer 


December 17, 1959 
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CHEAP AT ONE BILLION? 


The news of the steel settlement on 
the first business day of 1960 couldn’t 
have been more welcome but only here 
and there in the mass of paeans of 
thanksgiving over the Government-nego- 
tiated agreement could one detect in 
news or editorial comments reservations 
on its larger implications. 

True, the possibility of price rises was 
discussed, with Mr. McDonald naturally 
terming the settlement non-inflationary, 
while management expressed its inten- 
tion to hold the line for now, probably 
because new hourly rates will not be- 
come effective until the end of the year. 
Largely ignored, however, was the utter 
rout of management’s professed deter- 
mination to assert its managerial pre- 
rogatives, as was the obvious reassertion 
of labor’s unrestricted power to enforce 
its will in complete disregard of the 
public well-being. 

Many labor contracts are scheduled 
for reopening this year and any labor 
chieftain who fails to hack out some- 
thing comparable for his members is in 
danger of exile. Consequently, steel price 
rises or no (and the betting is that these 
will come shortly after the new wage 
scales become effective) the settlement 
is bound to be inflationary. Even though 
Mr. McDonald has gained for his mem- 
bers 40% more in hourly rates and 
fringes than the steel companies’ best 
offer, it will be many years, if ever, be- 
fore they catch up with their strike 
losses. The main beneficiary is Mr. Mc- 
Donald’s heightened stature in labor 
eyes as a victorious general, even though 
at a price which his members must re- 
gard as exorbitant if they ever stop to 
appraise it. 

The vital and still unresolved prob- 
lem is how to protect the public against 
abuse of power by either management or 
labor. The former must bargain in good 
faith but labor, with freedom from legal 
restraint, can resort to naked force to 
gain its ends. This country cannot 
afford indefinitely the luxury of “non- 
inflationary” settlements such as this 
one. 

In the first glow of self-congratula- 
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tion, it is unlikely that the political 
personalities responsible for the agree- 
ment gave consideration to its long- 
range effects upon the adverse trade 
balance of the United States. Foreign 
steel imports, though small in percent- 
age of domestic industry capacity, add 
up to a rising tonnage and Europe’s 
modern mills, in large part made pos- 
sible through this country’s financial 
and technical assistance, will be happy 
to ship all we will take. This is only one 
line but, to the degree that this country’s 
goods become less competitive in world 
markets because of rising costs and 
price levels, the adverse balance is cer- 
tain to swell. 

There has been much apprehension 
over the past year about this trade bal- 
ance and the loss of gold but it is not a 
particularly new subject, merely one 
that has been overlooked until it at- 
tained large enough totals to command 
public attention. There has been a 
deficit in this account for nine of the 
past ten years and in seven years there 
has been a loss of gold. 

In fairness, it must be said that this 
country’s altruistic, but far too costly, 
programs of foreign aid and military 
grants have played an important part 
in these deficits, as have also foreign 
investments by private capital. Inflation- 
ary increases in domestic costs and 
prices, however, must take some of the 
blame and their trend over this period 
has been steadily upward. 


The 1959 trade deficit is estimated at 
around $4 billion, of which some $1 
billion will have moved out in gold. In 
spite of this, most experts do not sup- 
port the belief that foreign confidence 
in the dollar has yet been impaired in 
any appreciable degree but it is in- 
evitable that repeated assaults upon the 
price level through rising production 
costs or lack of fiscal responsibility must 
gradually impair its integrity, making 
it vulnerable to attack. This obviously 
will not dim the jubilation of labor over 
a smashing victory but its leaders would 
do well to learn that to sustain a sound 
growth of the economy price stability 
is one of the absolute “musts.” 


“LONGER Look” at EQUITIES 
For British TRUSTEES? 


Late December reports from London 
indicate that trustees may be permitted 
to invest up to 50% of trust assets in 
common stocks through legislation to be 
introduced in Parliament either at this 
or the next session. Present restrictions 
have remained substantially unchanged 
for seven years and, while enactment is 
still conjectural, several factors seem to 
point toward a favorable outcome for 
the measure. 


British and Scottish investment com- 
pany managers have for many years 
been canny buyers of common stocks in 
any part of the world where profit po- 
tentials and risk meet their criteria and 
the London Stock Exchange has long 
been an international market for so- 
phisticated speculators and investors. It 
has not, however, felt as great an im- 
petus from large-scale British institu- 
tional and fiduciary purchases as has 
been the case in the United States be- 
cause broad public participation in in- 
vestment companies is of rather recent 
growth and trustees have been restricted 
to fixed-income media in a vain en- 
deavor to “protect their beneficiaries’ 
interests, 


In the wild rush to buy stocks on the 
morning after the smashing Conserva- 
tive party victory at the polls in October, 
a new concept of equity participation 
seems to have come to a climax in Great 
Britain. The staid and conservative 
London Economist carried a lead article 
in its issue of October 17th titled “Equi- 
ties on a Longer Look” in which ap- 
peared such phrases as “a number of 
old-fashioned ideas about ordinary 
shares were swept away, probably for 
good”; also, “it has long been clear that 
they were no longer so vulnerable to old 
cyclical risks, now that government is 
bound to concentrate on full employ- 
ment, . . . even at the risk of inflation.” 


As reported in this column (T&E, 
Dec. *57, p. 1205) the £ 125 million 
portfolio managed by the Church Com- 
missioners for England began in 1951 
to shift its investment accent from all- 
bonds into a more diversified mold and 
by the end of 1957 held some 43% in 
industrial stocks vs. 29% in government 
bonds, with the balance in real estate 
and mortgages. Some British pension 
fund managers are likewise said to have 
been turning in recent years, where per- 
mitted, to increased partnership partici- 
pation. 

The Conservative victory sparked a 
one-day leap of 16 points to 284.7 in 
the Financial Times ordinary stock 
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index, although prices had been rising 
previous to the election. Since then, the 
heightened enthusiasm for stocks has 
carried forward and the index closed the 
year at 338.4, an advance of about 45% 
during 1959. 

The feeling of public confidence, in- 
spired by the probable tenure in office 
of the Conservative Party for four or 
five years or perhaps even longer, is un- 
doubtedly the principal reason for the 
growing respectability of equities in the 
London market. If trustee permission is 
granted, exercise of such discretion in 
respect to the estimated total of £1 bil- 
lion of trust assets would probably exert 
still more upward pressure on stock 
prices, with fixed-income sectors reflect- 
ing liquidation. 


IIMF Eguitry CHANGES 


The common stock portfolio of the 
Institutional Investors Mutual Fund, Inc. 
comprised at the 1959 year-end 812,600 
shares with market valuation of $43.8 
million. This is the equity investment 
fund in which New York State mutual 
savings banks are participants. At this 
report date, 93.27% of assets were so 
invested in keeping with its normal in- 
vestment practice. 

Although no new names appear since 
last reported here* additional commit- 
ments have been made in the list, with 
special emphasis in the following stocks: 
American Cyanamid, Continental Cas- 
ualty, Penney, Sears Roebuck, and 
Goodrich. In the utility group, several 
modest lots were acquired with five small 
purchases in the oil group. 

Six months earlier, United Aircraft 
was halved and the remaining 3,500 
shares have been disposed of in the in- 
terim. Also missing is the name of First 
National Stores. Both Kansas City 
Power & Light and Texas Utilities were 
pared down slightly in their group, while 
Continental Can and National Dairy 
Products were also cut back. Among the 
oils, Ohio Oil was halved by sale of 
4,000 shares, 

It will be noted that the utilities re- 
main as the Fund’s largest percentage 
holding, followed by the chemicals and 


oils. 


*T&E, July °59, p.675. 
A A A 


e In spite of the steel strike, working 
capital of U.S. corporations reached a 
record high of $126.9 billion in the third 
quarter. Current assets increased by $4.2 
billion while current liabilities rose $2.7 
billion, leaving a net gain of $1.5 billion. 
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STOCKS HELD BY INSTITUTIONAL INVESTORS MUTUAL FUND 
(At Close of December 31, 1959) 


SHARES MarKET VALUE 


AUTOMOBILES 


6,000 General Motors Corp. _..$ 327,000 
(.70%) 


BuILpING MATERIALS 


7,400 United States Gypsum Co. 697,450 
(1.49%) 
CHEMICALS 
7,000 Amer. Cyanimid Co. _... — 411,250 
3,600 E. I. du Pont de Nemours 950.400 
15,000 Eastman Kodak Co. _....._ 1,612,500 
12,000 Hercules Powder Co. _.. 894,000 
7,000 Hooker Chemical Corp. 281,750 
14,000 Pennsalt Chemicals Corp. 425,250 
1,500 Union Carbide Corp. _. 220,500 


(10.24%) $ 4,795,650 


CONFECTIONERY 
16,500 American Chicle Co. $ $895,125 
(1.91%) ——————- 
CONTAINERS 
18,000 Anchor Hocking Glass _.$ 720,000 
13,000 Continental Can Co. ___ 606,125 
5,300 Owens-Illinois Glass Co. - SS lee 


(4.01%) $ 1,881,300 


Drucs 
25,500 McKesson & Robbins ___ $ 1,128,375 


20,000 Mead Johnson & Co. 1,360,000 
16,500 Merck & Co., Inc. _......_ 1,328,250 
23,500 Sterling Drug, Inc. 1,239,625 


(10.78%) $ 5,056,250 


ELECTRICAL EQUIPMENT AND ELECTRONICS 


6,500 General Electric Co. $ 644,313 
1,700 Westinghouse Elec. Corp. 185,937 


(1.77%) $ 830,250 


ELectrIcAL UTILITIES 
15,500 American Electric Power $ 751,750 


20,000 Baltimore Gas. & Electric 525,000 
12,000 Cincinnati Gas & Electric 390,000 
7,200 Commonwealth Edison Co. 413,100 
6,000 Consolidated Ed. Co. of 
New York, Inc. 351,750 
15,000 Gulf States Util. Co. _.. 453,759 
13,500 Idaho Power Co. oo 648.000 
7,000 Kansas City Pr. & Lt. Co. 332,500 
14,000 Louisville Gas & Electric 581,000 
16,000 Northern States Power _. 388,000 
16,000 Oklahoma Gas & Elec. Co. 502,000 
7,300 Philadelphia Elec. Co. _. 370,475 
8,000 So. California Edison Co. 482,000 
8,500 Texas Utilities Co. 643,875 
18,000 Virginia Elec. & Pr. Co.. 681,750 
9,000 Wisconsin Elec. Pr. Co. 348,750 


(16.77%) $ 7,863,700 


FINANCE 
31,500 Beneficial Finance Co. .$ 728,438 


10,000 Commercial Credit Co. -.. 580,000 
(2.79%) $ 1,308,438 


Foops 


12,500 General Foods Corp. —.$ 1,306,250 
13,000 National Dairy Products. 620,759 


(4.10%) $ 1,927,000 


SHARES MARKET VALUE 


INSURANCE 


12,000 Continental Casualty Co..$ 877,500 
3,700 Hartford Fire Ins. Co. _. 767,750 
24,000 U.S. Fidelity & Guar... 850,500 


(5.32%) $ 2,495,750 
MACHINERY 
3,000 Ingersoll Rand Co. _...$ 245,250 
(.52%) 
MISCELLANEOUS 


27,500 General Amer. Trans. _.$ 1,760,000 
5,000 Halliburton Oil Well 


Cementing Co. 


254,375 


(4.29%) $ 2,014,375 
NATURAL GAS 

7,500 Peoples Gas Lt. & Coke.$ 455,625 
(97%) ———-——— 

Non-Ferrous METALS 
3,400 Aluminum Co. of Amer..$ 362,100 
(.77%) ————— 

OFFICE EQUIPMENT 
28,500 Pitney-Bowes, Inc. —.. $ 1,054,500 
(2.24%) ——————- 


PAPER AND PULP 


3,500 Crown Zellerbach Corp..$ 188,125 
(.40%) 
PETROLEUM 
15,500 Continental Oil Co, $ 864,125 
6,000 Louisiana Land _....... 370,500 
400) Gh Ga Ge... 154,500 
4,000 Shamrock Oil & Gas __. 152,000 
6500 Shel 02 554,125 
0500 Skelly Of te: 513,000 
11,000 Standard Oil Co. (N.J.)— 545,875 
6900 Texzeco inc. — 582,250 
11,000 United Carbon Co. 770,000 


(9.47%) $ 4,443,375 


RAILROADS 


15,000 Atchison, Top. & S. F...$ 408,750 
5,000 Southern Pacific Co. _ 115,625 
8,000 Union Pac. Railroad Co... 245,000 

(1.64%) $ 769,375 

RetAIL TRADE 

21,000 Jewel Tea Co., Inc. —. $ 976,500 
42,000 National Tea Co. 1: 840,000 
6,000 J. C. Penney Co. _...... 732,000 
8,500 Sears, Roebuck & Co. _ 430,312 


(6.35%) $ 2,978,812 


STEEL 


7,500 Bethlehem Steel Corp. _.$ 408,750 
6,000 U.S. Steel Corp. 591,750 


(2.13%) $ 1,000,500 


TELEPHONE 
7,500 Amer. Tel. & Tel. Co. _.$ 598,125 
(1.27%) 
TirE AND RUBBER 


7,200 Firestone Tire & Rubber $ 993,600 
6,500 B. F. Goodrich Co. _... 576,875 


(3.34%) $ 1,570,475 
812.600 Tot. Com. Stock (93.27%) $ 43,758,550 
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NEW ENGLAND TRUSTEES DISCUSS 
INVESTMENT PROBLEMS 


N INTRODUCING THE INVESTMENT 
I panel at the New England Trust Con- 
ference in Boston on December 11th, 
E. Linwood Savage, vice president, New 
England Trust Co., Boston, remarked 
that the 1960 outlook favors a record 
volume of business, at least for the first 
half of the year, but that such uncer- 
tainties as strained labor-management 
relations, our gold position, tight money 
and a national election year pose un- 
resolved questions. Among the pressing 
problems confronting fiduciaries are 
those discussed by the following invest- 
ment associates of Boston trust institu- 
tions. 

The oil stocks, so highly favored 
since the early 1950s by institutional in- 
vestors, have been staging their own 
bear market for two years now, The 
fundamentals of supply and demand im- 
balance in crude and finished products 
were restated by Charles A. Pingree, 
vice president, Old Colony Trust Co., 
who prophesied earnings improvement 
this year in the 5%-10% range over 
1959. While oil stocks may not prove 
“particularly exciting for the next few 
years,” they offer comparably higher 
yields at lower P/E ratios than most 
other institutional stocks today, besides 
affording well-protected dividends and 
prospects of gradually improving funda- 
mentals. Integrated international com- 
panies like Texaco, Standard Oil (N.J.) 
and Gulf are favored to around 5%-10% 
in new cash accounts, although older 
portfolios with oil securities in excess 
of 15% at present market may call for 
some pruning in this department. 

Fire-casualty company underwriting 
losses have been the sore point in opera- 
tions in recent years but evidences of a 
turn for the better lead John S. Balfour, 
vice president, The Merchants National 


Bank of Boston, to the conclusion that 
stocks of the best companies are pre- 
sently a buy. Both property damage and 
personal claims have risen and direct- 
writing companies have injected sharp 
rate competition. This has forced op- 
erating economies and lower agents’ 
commissions, together with aggressive 
promotion of “merit rating” plans, and 
it is believed that overall 1959 results 
will show a little better than an even 
break in underwriting results, an im- 
provement over recent years. Mr. Bal- 
four admitted that stiff competition and 
rising losses still remained likely but 
that stocks of the best-managed old 
line companies, nevertheless, represent 
satisfactory trustee investments. Insur- 
ance is a strong growth industry, its 
premium volume having doubled twice 
as fast as GNP since 1946. Yields on 
the top names are low and so long-term 
growth, rather than current income, 
should be the criterion in acquiring 
holdings of Continental Casualty, Fed- 
eral, Hartford Fire or Insurance Co. of 
North America or, on a slightly lower 
level, Continental and Fireman’s Fund 
Insurance. 

Despite his favorable appraisal of the 
steel industry and the common stocks of 
the better-grade companies in this cate- 
gory, Everett A. Wood, assistant trust 
investment officer, Second Bank-State 
Street Trust Co., expressed a preference 
for deferring aggressive buying now, 
in the belief that a more favorable op- 
portunity will perhaps be presented 
within the next 18 months. Their per- 
formance in recent years has been out- 
standing for investors but continued 
upward reappraisal of steel P/E ratios 
should not be relied upon to appreciably 
improve present 9-10 times levels. Press- 
ures to restrain costs and price rises, 
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both as public policy and to offset for- 
eign competition, will at least hold mar- 
gins at reasonable norms and hence per- 
formance over the next three to five 
years is less likey to match that of the 
recent past, Consequently, this does not 
seem an ideal moment for long-term in- 
vestment in these cyclical stocks but 
long-term accounts may continue to hold 
well-bought commitments if fluctuations 
can be ignored. When high grade steel 
companies are again to be had to yield 
414% to 6%, such commitments should 
work out happily over the future. 

Trustees are sometimes charged with 
overlooking investment opportunities in 
industries outside of the popularity 
orbit but, as pointed out by Edward G. 
Rudd, investment officer, Boston Safe 
Deposit and Trust Co., there are usually 
valid reasons for abstention, in spite 
of occasional spectacular individual per- 
formances which cause momentary re- 
grets. He cited Avon as probably the 
sole possible vehicle for trustee atten- 
tion in the volatile cosmetic field. In- 
cluding this company and three other 
foremost ones, however, total shares out- 
standing are only 9 million, “a situation 
which can produce wide price swings 
on small volume” and one not to the 
liking of fiduciaries. In the truck field 
also, the standard motor makers cover 
the market, except for White and Mack, 
and the investor would have been, until 
the 1959 advance in White, better served 
in GM, while Mack’s record is sub- 
normal. The truck trailer end likewise 
suffers from lack of stability. 

Air passenger and freight stocks are 
subject to regulation, while calling for 
tremendous equipment investment; these 
factors deter trustee participation. Air- 
craft production is too volatile and 
risky to merit trustee participation. 
Cement stocks have done quite well but 
have not had major trustee attention, 
with competition based on price, service 
and geographical factors. Textiles, too, 
have had to meet domestic price cutting 
and foreign competition. Chemical fibers 
may help but cycles persist. 

In the sensational so-called “elec- 
tronics” area, normal ground rules have 
ruled out trustees, except for a very few 
standard bearers like IBM, Minneapolis 
Honeywell and their peers, as was the 
case in uraniums and Canadian oils. 
Meat packers are still in the middle of 
the farmer-producer and_public-con- 
sumer struggle and, while produce up- 
grading will help, the road to stable and 
improved profit margins is still uphill. 
Distilling stocks show little per capita 
consumption growth and face heavy 
taxation. 
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PUBLIC SERVICE ELECTRIC AND GAS COMPANY e NEWARK, N. J. 


Above are sketches of a few of the new industrial plants erected in New Jersey during 1959. 


Industrial growth during the year 1959 was healthy in the New Jersey 
area served by Public Service Electric and Gas Company. More new 
industries came to New Jersey, at the Crossroads of the East, than dur- 
ing the previous year. The final quarter was particularly successful, and 
there is every indication that industrial progress here will continue during 
the coming months and years. 

Throughout our territory there is visual proof of the growth of in- 
dustry, as well as new commercial centers, new office buildings and new 
residential areas. New, modern, landscaped industrial establishments are 
seen in the Delaware Valley section, as well as in Central and Northeastern 
New Jersey. Shopping centers and housing developments have risen in 
many parts of the area served by Public Service. Urban renewal is taking 
place in many cities. 

The years ahead hold great promise. All of these facts reflect the 
growth of New Jersey, and Public Service is growing along with this great 


state. We are planning and building ahead to meet all demands for our 
services. 


A-6-60 





JANUARY 1960 


laxpaying Servant of a Great State 
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Chicago Bank Conference 
Surveys Business Prospects 


The annual conference for bank cor- 
respondents of The First National Bank 
of Chicago, held on November 30-De- 
cember 1, reported a generally favorable 
outlook for the New Year, assuming an 
acceptable non-inflationary solution to 
present and prospective labor difficulties. 
Farm income is expected to decline and 
interest rates are destined to remain 
firm around present levels or even push 
slightly higher. 

Federal Budget Director Maurice H. 
Stans warned of the potentially danger- 
ous total of federal debt commitments 
which he termed “credit card economy.” 
Waid R. Vanderpoel, vice president of 
the bank, noted that technology, with 
its pressures toward better living stand- 
ards, presents as valid a threat to the 
dollar’s purchasing power as does in- 
flation. (See p.41). 


Martin R. Gainsbrugh, chief econo- 
mist of the National Industrial Confer- 
ence Board, expects increased corporate 
outlays for cost-cutting programs plus 
freer consumer spending, especially for 
large-tag items. The labor situation, as 
noted, poses a question mark to this ap- 
praisal. 

Although total steel tonnage imports 
of 3%-4% of domestic capacity may not 
appear “too impressive,” Joseph L. 
Block, chairman, Inland Steel Co., stated 
that in 1958 more than half the barbed 
wire, 30% of nails and 20% of steel 
fence sold in the United States was of 
foreign origin. Very substantial quan- 
tities of concrete reinforcing bars are 
coming in and the trend in other prod- 
ucts is upward, with imports priced 
from $20 to $40 per ton below domestic 
levels. Such disparity has been a pri- 
mary cause of management’s firm stand 
on work practices which boost costs and 
prices. 


Always a feature of these meetings 
are capsule appraisals of the business 
outlook by officers heading the various 
divisions. In meat and livestock, the 
supply of both hogs and cattle should 
increase sufficiently above 1959 levels to 
permit profitable operations during the 
coming fiscal period. Textiles have been 
experiencing a better demand for fin- 
ished goods for the past year and with 
prices holding firm the outlook is very 
good. 

The steel picture depends upon re- 
sumption of full production, which will 
probably not bring inventories back to 
normal until well into the second quar- 
ter. Many users will be hampered in 
getting back to regular schedules, while 
scrap prices may soar with closing down 
of Great Lakes ore movement. The motor 
car outlook is favorable if steel remains 
available and it appears that the con- 
sumer will be both willing and able to 
buy and finance his desires in this and 
other durable lines. 

Normal expansion is looked for in 
drugs, chemicals and foods while the 
shoe industry anticipates increased sales. 
The rubber companies should have an- 
other good year but the homebuilding 
sector is expected to suffer a 10% de- 
cline in number of units because of 
tightening money rates. Both gas and 
electric utilities are planning for in- 
creased sales and earnings. Airlines and 
truck operators are marking up new 
tonnage records, while the railroads 
should benefit by increased traffic 
through new methods of containeriza- 
tion and improved regulatory attitudes. 

The well-known difficulties afflicting 
petroleum companies will not disappear 
overnight but managements have been 
pressing cost reduction and bringing re- 
finery runs more nearly in line with de- 
mand, with the result that 1960 profits 
should be somewhat better than in 
1959. 


WE MORE at ree cnbaite arson waScee wives LiihsSTON soma 





Scene at First National Bank of Chicago’s Correspondent Conference in Chicago. 
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EQUITIES FoR PENSION FUNDS 


An Appraisal of the Risks 


DENNIS N. WARTERS, President 


WILLIAM M. RAE, Second Vice President and Actuary 


Bankers Life Company, Des Moines, Iowa 


INCE 1942, OVER 50.000 QUALIFIED 
= retirement plans have come into be- 
ing, all but a very few providing benefits 
in fixed dollar amounts. While no exact 
figures are available, total qualified 
plans at the end of 1958 are estimated 
at approximately $37 billion, against $3 
billion in 1941. About $15 billion is in 
the hands of life insurance companies 
under insured plans and about $22 bil- 
lion represents assets of self-insured 
plans administered by trusts. 

In 1941 and for some years thereafter, 
these pension funds were almost entirely 
invested in fixed income securities which 
method was considered best fitted to the 
funds’ fixed dollar liabilities. Since the 
war, rapid growth of the large number 
of new plans, the continued increase in 
prices of common stocks, and the desire 
to hedge against further dollar depreci- 
ation have changed the picture. Many 
investment managers point out that 
there seems to be no need for liquidity 
as pension funds seem to grow indefi- 
nitely. They urge that a substantial part 
of each fund be invested in common 
stocks. Unfortunately, some hidden 
risks involved seem to be overlooked. In- 
vestment of pension funds differs from 
other funds in a specialized way. 


From address before the Society of Actuaries, 
White Sulphur Springs, W. Va., Nov. 9, 1959. 





TABLE 1 
ACTIVE EMPLOYEES 

Age Number Age Number 
| 

Es 84 ie 
Besa ee a 
a 60 - 19 
Le 51 Bl. AS 
ne | ee 
Ve ae 16 
| pee oy 
ae 34 55 14 
ee 32 56 13 
40 30 57 13 
| ees 28 aes 12 
rere 27 - 12 
a 26 11 
44 25 61 i 
45 24 re 11 
. ae 23 63 10 
| 22 oe 10 


(From Transactions of Society of Actuaries, Vol. 
IV, p. 8.) 
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The Cash Flow Problem 


In the life of many funds there will 
be times when, instead of expected cash 
income being available for investment, 
securities must be sold to meet pension 
payments. 

It is understandable that this vital 
problem has received practically no at- 
tention in print, because what we might 
call optimum conditions have existed for 
most plans since the war and the great 
majority are less than 20 years old. Un- 
der optimum conditions there is usually 
no cash flow problem during the first two 
decades or so. However, neither inflation 
nor continued growth will entirely elimi- 
nate it. 

The cash problem arises at a much 
earlier date in the event of a serious 
recession, if employment declines in- 
stead of growing, e.g., introduction of 
automation, if the business fails to pros- 
per, in the event of merger or termina- 
tion. The impact of cash flow in the 
operation of a pension fund is best illu- 
strated by studying a hypothetical fund 
under some of the many situations 
which may arise. 

To start with, we need a hypothetical 
employer and a distribution of employ- 
ees by age, as shown in Table 1. There 
are 1,000 employees; each year 10 
reach age 65 and retire, 90 others quit 
or die. These are replaced by 100 new 
employees each year, so that the total 
work force remains constant. It is as- 
sumed that all new employees are hired 
at age 30 for simplicity in making calcu- 
lations. 

In the beginning, there are no pen- 
sioners. The first block of 10 retire one 
year after the plan is started and 10 
retire each year thereafter. Some pen- 
sioners die each year so that after the 
plan has been in effect for 10 years we 
can expect there will be 85 pensioners 
alive. After it has been in effect for 20 
years we can expect 135 pensioners 
alive; after 30 years, 149 alive. There- 
after, there will always be 150 pension- 
ers, although the composition of this 
group naturally changes as additional 


people retire and as existing pensioners 
die, as shown in Table 2. 

For simplicity we will assume each 
employee gets the same salary and each 
pensioner an annual pension of $3,000, 
all paid at the beginning of the year, 
including the year in which he retires. 
We will also assume that the fund itself 
earns 4% every year, business prospers 
each year, the employer makes each con- 
tribution on time, there are no mergers 
or plan termination, and that past ser- 
vice liability is paid off over a 20 year 
period. Thus, we are assuming near opti- 
mum conditions for a long period. 


Stationary Active Staff — Now we are 
in a position to compute the progress of 
the fund, contributions to, earnings on, 
payments from it, and net income after 
pension payments under these near opti- 
mum conditions, as shown in Table 3A. 

During the early years of this plan, 
contributions and investment earnings 
far exceed payments so that there is a 
substantial amount to invest each year. 
For example, in the llth year net in- 





TABLE 2 

RETIRED EMPLOYEES 
Num- Num Num- 
Age ber Age ber Age ber 
65 a | 7 85. 3 
66 m Ts... -— a 2 
67 i ae 6 87 2 
_ ae eae 6 88 1 
a S Se 2. 5 89 1 
(| ene a See > Aaa 1 
gt aa 4 91 1 
5 | ae S a 4 92 1 
; a = i ae 4 93 1 
| eee es 3 94 1 
— — 95 1 
85 50 — 
85 15 
oe 135 
135 — 
150 


(From Transaction of Society of Actuaries, Vol. 
IV, p. 30.) 


Note: The first two columns illustrate the situa- 
tion after the plan has been in effect for 10 years. 


The first four columns illustrate it after the plan 
has been in effect for 20 years. 


All six columns illustrate the situation after the 


plan has been in effect for 31 years, and thereafter. 
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come available for investment is $391,- 
000. This early record under these con- 
ditions is what gives rise to the mistaken 
notion that pension funds always grow 
and that there is never any need for 


liquidation. But even here, by the 21st 
year net income is only $38,000. By the 
4lst and 6lst years net income is zero, 
all contributions and earnings being re- 
quired to meet the pension payroll. 


Let us vary some assumptions for the 
21st year (Table 3B). 

Line 1 presents the near optimum pic- 
ture. Line 2 illustrates the effect of skip- 


ping an employer contribution, of ne- 
cessity or otherwise. The net income is 
minus $79,000 so that it is necessary to 
liquidate enough securities to meet the 
pension load. Line 3 illustrates normal 





TABLE 3A 


STATIONARY ACTIVE STAFF 
(in thousands) 


Gross Benefit Net 
Year Fund o_o Earnings Income Pasment Income(1) employer contributions. but half-rate 
1 $ © Normal(2) $474  Normal(3)$ 0 $474 Normal$ 0 $474  Carnings (because of reduced or passed 
11 4,311 Normal 474 Normal 172 646 “Normal 255 391 dividends on stocks, defaulted bond in- 
21 8,142 Normal 117 Normal 326 443. Normal 405 38 terest, capital losses, low yield securities, 
41 8,329 Normal 117 Normal 333 450 Normal 450 0 etc.). Line 4 illustrates both zero contri- 
61 8,329 Normal 21% Normal 333 450 Normal 450 0 


butions and_ half-rate earnings, and 
$242,000 would have to be raised by 
liquidation of securities. Unfortunately, 
when fund earnings are depressed, it is 
likely to coincide with the time that the 
employer’s profits are depressed and he 
needs to cut contributions. This can well 
coincide with depressed security prices 
and liquidation at a loss. Some liquida- 
tion may occur automatically, to the ex- 


(1) “Net Income” means net investable income. It is contributions plus earnings 
less benefit payments. 

(2) “Normal” contributions mean those actuarially calculated in accordance with 
the Basic Assumptions set forth in the article, and on the “entry age normal” 
funding method widely used for pension plans. 

(3) “Normal” earnings mean 4%. 

(These definitions also apply to Tables 3B through 9.) 


TABLE 3B 
STATIONARY ACTIVE STAFF 
(in thousands) 








Year Fund Contributions Earnings Pearl Pe ol Peso tent that bonds or debt obligations are 
@ maturing and do not default. 

21 $8,142 Normal $117 Normal $326 $443 Normal $405 §$ 38 . is — 

21. 8142 ONor.(4) 0 Normal 826 826 Normal 405 — 79 Postponing Past Service Contribu 

21 8142 Normal 117  %Nor. 163 280 Normal 405 —125 ‘ions — Let’s assume optimum condi- 

21 8,142 0ONor. 0 % Nor. 163 163 Normal 405 —242 tions except that the employer skips past 


(4) “0 Nor.” contributions means zero contributions, as opposed to one-half normal 
contributions or full normal contributions. 
(This definition also applies to Tables 4 through 9.) 


TABLE 4A 


EFFECT OF POSTPONING PAST SERVICE CONTRIBUTIONS 
(in thousands) 


service contributions for years 11 
through 20 or the fund suffers an equiv- 
alent loss during those years from ad- 
verse mortality, earnings, turnover, rate 
of retirement, or capital loss. Suppose 
also that this shortage is made up by 
additional contributions in years 22 





Gross Benefit Net 


Year Fund 








Contributions Earnings Income Payments Income 

:* cele okt we Go ee ial ‘a aioe through 51. Tables 4A and 4B illustrate 

11 4,811 Normal 117 Normal 172 289 Normal 255 94 ® highly irregular net income. 
21 3,854 Normal 117 Normal 154 271 Normal 405 -134 Table 4B spotlights the situation in 
41 6,070 Normal 375 Normal 243 618 Normal 450 168 the 21st year. Assets must be liquidated 
61 8,329 Normal 117 Normal 333 450 Normal 450 0 to the extent of $134,000 even if contri- 
TABLE 4B butions and earnings are normal for that 
EFFECT OF POSTPONING PAST SERVICE CONTRIBUTIONS year. If contributions are skipped in the 
(in thousands) 21st year liquidation must produce 
—— Conventions Revainge ml Insome $251,000, and if earnings are also down 
©1 $8054 Nesmal $117 Nosmal $154 $271 Normalgeos g-1gq * alf-tate the substantial sum of $328, 
21 3.854 ONor. 0 Normal 154-154 Normal 408 951 (000 must be raised through liquidation. 
21 3,854 Normal 117 % Nor. 77 194. Normal 405 -211 Continual Inflation — Would not all 
21 3,854 0 Nor. 0 ¥ Nor. 77 77 Normal 405 -328 these cash flow problems disappear if 
TABLE 5 we had perpetual creeping inflation with 
EFFECT oF INCREASING BENEFITS regular increase in the amount of each 
(in thousands) individual pension? The answer is no. 
a a ms 222 2 eS ee 
, @ annual pension benefits for the first 10 
21 $8,910 Normal $389 Normal $356 $745 Normal$567 $178 years, $3,600 for the next 10 years, $4,- 
21 8,910 0ONorm. 0 Normal 356 356 Normal 567 -211 200 for the next 10 vears. $4.800 for the 

‘ 1 4 + ° 
AN) RemetomgN Rat Reel S6t 8 net 10 yeu and nd nim 
41 12,335 Normal 455 Normal 498 948 Normal 810 188 Joe gee ae ip ee 
41 12,335 ONor. 0 Normal 493 493 Normal 810 -317 _ liability created by each benefit increase 
41 12,335 Normal 455 ™%Nor. 247 1702 Normal 810 -108 _ is spread over the succeeding 20 years. 
41 sie a 0 % Nor. 247 247 Normal 810 —563 Table 5 spotlights the 21st, Alst, and 
61 15,664 orma : 

61 15664 ONor, 0 Normal 626 626 Normal 990 —g¢4 °*t Years. In any of these years, om: 
61 15,664 Normal 502 %% Nor. 313. 815 Normal 990 -175  Ployer contributions can be postponed 
61 15,664 Nor. 0 %Nor. 318 3818 Normal 990 -677 only at substantial liquidation of assets 
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and the situation gets progressively 
worse the longer the plan is in effect. In 
the 6lst year skipping contributions and 
half-rate earnings require liquidation of 
sufficient assets to produce $677,000. 

Continual Growth — Would not an 
employer who perpetually grows and 
perpetually expands his work force 
avoid the cash flow problem? Again the 
answer is no. This would delay the evil 
day somewhat, but would not eliminate 
it. In Table 6 it is assumed that 150 new 
employees are hired each year during 
the first decade rather than 100, 200 
each year during the second decade, 250 
annually during the third decade, 300 
annually during the fourth decade, etc., 
ad infinitum. 


From Table 6 we see that the employ- 
er could skip his contribution for the 
4lst year without liquidating assets pro- 
vided earnings were normal. This is not 
a stand-off, however, because when an 
employer needs to skip a contribution 
because his earnings are low may well 
be the time when security prices are low 
and favorable investments could be 
made. If earnings of the fund in the 41st 
year are also depressed to half-rate, li- 
quidation must produce $242,000. 

Declining Work Force — No business 
can be assumed to have perpetual life or 
perpetual growth. Take an employer 
who grows for the first 20 years exactly 
the same as the employer in Table 6 but 
who reverts to hiring the normal 100 
new employees in the 21st year and in 
each year thereafter, e.g., introduction 
of automation. The situation shortly be- 
comes quite critical. (Table 7.) 

After a few years any significant de- 
crease in contributions or earnings calls 
for liquidation and this can be substan- 
tial, as much as $483,000 in the 6lst 
year. 


This is an optimistic illustration, how- 
ever, because it assumes growth for 20 
years followed by moderate reduction in 
hiring. At least as realistic would be to 
change basic assumptions: (a) amortize 
past service liability over 30 years, (b) 
have 47 employees initially, age 65 to 
69, who retire after one year, (c) make 
contributions in proportion to hours 
worked, as in negotiated “cents per 
hour” plans, 


Then let us cut the working force in 
half at the beginning of the fourth year, 
due to automation or otherwise, and 
maintain it at that level. Trouble is close 
at hand. (Tables 8A and 8B.) 

In the 6th year net income is only 


$19,000, and it has gone negative in the 
11th year by $75,000. Skipped contribu- 


January 1960 





TABLE 6 


EFFECT OF INCREASING THE WORKING FORCE 
(in thousands) 


Benefit 

Fund Contributions Earnings Income a 
$9,230 Normal $204 Normal $369 $573 Normal $405 
9,280 0OWNor. 0 Normal 369 369 Normal 405 
9,280 Normal 204 % Nor. 185 389 Normal 405 
9,280 0OWNor. 0 % Nor. 185 185 Normal 405 
14,515 Normal 319 Normal 581 900 Normal 533 
14,515 OWNor. 0 Normal 581 581 Normal 533 
14,515 Normal 319 % Nor. 291 610 Normal 533 
14,515 OWNor. 0 % Nor. 291 291 Normal 533 
22,612 Normal 436 Normal 904 1,340 Normal 930 
22,612 0OWNor. 0 Normal 904 904 Normal 930 
22,612 Normal 436 % Nor. 452 888 Normal 930 
22,612 OWNor. 0 % Nor. 452 452 Normal 930 
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tions or decreased earnings, of course, 
further increase the negative. 
Terminated Plan — Another possi- 
bility is that our employer, after grow- 
ing for 20 years as in Tables 6 and 7, 
terminates his plan at the beginning of 
the 21st year because of going out of 
business, merger, or union negotiation. 


Here liquidation is called for continu- 
ously. This is happening today far more 
than most people realize and will prob- 
ably happen more frequently in the fu- 
ture. The company with which we are 
connected — a middle sized company — 
has been requested to quote on about 
one terminated self-insured plan per 








TABLE 7 


EFFECT OF DECREASING THE WORKING FORCE 


(in thousands) 














Gross Benefit Net 
Year Fund Contributions Earnings Income Payments Income 
@ 
21 $9,280 Normal $187 Normal $369 $556 Normal $405 $151 
21 9,280 0OWNor. 0 Normal 369 369 Normal 405 — 36 
21 9,230 Normal 187 Nor. 185 372 Normal 405 — 33 
21 9,230 0OWNor. 0 % Nor. 185 185 Normal 405 -220 
41 11,739 Normal 136 Normal 470 606 Normal 533 73 
41 11,739 ONor. 0 Normal 470 470 Normal 533 — 63 
41 11,739 Normal 136 % Nor. 235 371 Normal 533 -162 
41 11,739 ONor. 0 % Nor. 235 235 Normal 533 -298 
61 9,966 Normal 17 Normal 399 516 Normal 683 -167 
61 9,966 OWNor. 0 Normal 399 399 Normal 683 -—284 
61 9,966 Normal 117 1% Nor. 200 oli Normal 683 -366 
61 9,966 OWNor. 0 1% Nor. 200 200 Normal 683 -483 
TABLE 8A 
EFFECT OF DECREASING THE WORKING FORCE 
(in thousands) 
Gross Benefit Net 
Year Fund Contributions Earnings Income Payments Income 
@ 
- § 0 Normal $475 Normal $0 $475 Normal$ 0 $475 
6 1,173 Normal 227 Normal 47 274 Normal 255 19 
11 1,074 Normal 227 Normal 43 270 Normal 345 — 75 
16 528 Normal 227 Normal 21 248 Normal 405 -157 
- TABLE 8B 
EFFECT OF DECREASING THE WORKING FORCE 
(in thousands) 
Gross Benefit Net 
Year Fund Contributions Earnings Income Payments Income 
@ 
11 $1,074 Normal $227 Normal $43 $270 Normal $345 $—- 75 
11 1,074 OWNor. 0 Normal 43 43 Normal 345 -302 
11 1,074 Normal 227 1% Nor. 22. 249 Normal 345 -— 96 
11 1,074 0O Nor. 0 1% Nor. 22 22 Normal 345 -323 
Wea ce ff 
Correspondents in principal cities throughout the United Statesand Canada 
UNDERWRITERS AND DISTRIBUTORS 
OF INVESTMENT SECURITIES 
Members New York, American & Toronto Stock Exchanges 
14 WALL STREET NEW YORK 
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month over the last several years for the 
purchase of single premium annuities. 
Usually pensions are provided for exist- 
ing pensioners and (commencing at re- 
tirement age) for active employees near- 
est that age, to the extent of existing 
funds and assumed earnings. (Table 9.) 

Under these conditions it is necessary 
to maintain substantial cash balances, 
earning little or no interest, and capital 
losses can occur with unhappy regular- 
ity. Consequently, it is very difficult to 
maintain earnings at the normal rate. 
Half-rate earnings may well be more 
likely. It is seen that in the 6lst year 
the fund, with half-rate earnings after 
plan termination, has gone negative to 
a minus $6,779,000. What this figure 
really means in practice is that the pen- 
sioners would not have gotten $6,779,- 
000 worth of expected benefits. 

Fluctuations in Benefit Payments — 
In actual practice results will fluctuate 
widely from side to side of the averages 
in our tables. These cannot be forecast 
and can very seriously affect any invest- 
ment program. Amounts of pension are 
not the same for everybody and life or 
death of a large pensioner may greatly 
affect results. Adverse mortality fluctua- 
tions and trends may occur (pensioners, 
with or without a cure for cancer, living 
longer than expected, particularly those 
with higher amounts of pension). Un- 
realized turnover assumptions, more em- 
ployees retiring than expected during a 
recession, any lump sum death or termi- 
nation benefits provided, any option to 
take lump sum cash at retirement in lieu 
of pension, etc., all cause fluctuations 
from the average in the year or years 
in which they occur in addition to the 
situations illustrated. Net investable 
cash will go up and down and disappear 
with these fluctuations. 

Because pension payments are an in- 
flexible payroll, we must conclude that 
the fund, like all living things, has daily 
needs which cannot be postponed with- 
out disastrous results. It also faces emer- 
gency cash needs when assumptions are 
not realized or conditions change. From 
the pensioner point of view, both of these 
are dramatically true, also from the 
point of view of the employer who might 
be called upon to meet deficits when 
least able to raise funds. This living 
quality of a pension fund needs serious 
consideration in taking substantial long- 
term risks. Neither the pensioner nor the 
employer may be able to pass through 
the interim and thus reap profit. 


Determination of Investment Policy 


In determining investment policy, 
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management will wish to take into con- 
sideration impact of cash flow, the na- 
ture and objectives of the particular 
fund, and the advantages and disadvan- 


TABLE 9 


EFFECT OF TERMINATION OF PLAN 
(in thousands) 


: . Gross Benefit Net 
tages of each investment medium. Year Fund oo Earnings Income —" Income 
We have seen that cash income and 9; g9.939 ~ Normal $0 Normal $369 $369 Normal$405 $~ 36 
cash requirements of a fund need to be 41 7,007 Normal 0 Normal 280 280 Normal 533 -253 
determined in the light of stability of 61 992 Normal 0 Normal 40 40 Normal 190 -150 
the employer’s business, the possible 21 9,230 Normal 0 % Nor. 185 185 Normal 405 -220 
growth pattern, and its position in times = neon eae 0 ips a 63 63 Normal 533 -470 
of recession. At one extreme we have a 6,77 — 0 2 Nor. -136 -136 Normal 190 -326 


fund in a stable, rapidly growing com- 
pany, where past service benefits are 
being consistently funded in addition to 
funding the pension benefits currently 
earned and where there are as yet only 
a few approaching pension age. A differ- 
ent situation exists in a fund in a cycli- 
cal industry with a wide swing, a fund 
in a company which may face termina- 
tion or merger, a fund based on a nego- 
tiated “cents per hour” contribution, a 
fund where there are already a large 
number of pensioners, or a fund where 
employment is declining. 

Fund objectives vary widely. Some 
employers may wish to provide mini- 
mum benefits taking increased risks to 
keep costs low. Some may wish to re- 
ward employees by offering a liberal 
plan with every possible assurance that 
benefits will be paid as promised avoid- 
ing any risk which might raise doubt. 
Others may be guided in investing by 
the relationship they have or are seek- 
ing with a union. 


Common Stocks Do Not Fit Well 


Anticipating Cash Needs — Common 
stocks do not fit into obligations of a 
pension fund as well as fixed income se- 
curities. Common stock does not promise 
any fixed income and has no maturity 
value. It is difficult to forecast returns to 
meet cash requirements at some specific 
time. Stock investments must be used 
with an eye toward fluctuations in divi- 
dends, market values and disposal prob- 
lems. Lack of fixed redemption for a 
stated amount at a stated time makes it 
necessary to anticipate either unknown 
capital gains or losses. A fixed income 
security fits into the cash requirement, 
promising benefits in fixed dollar 
amounts on specified dates which can be 
programmed to cash needs. 


Conflict of Interests — The trust na- 
ture of a pension fund and the fact that 
there are nearly always two parties in- 
volved, in some situations with opposing 
interests, complicates investment, partic- 
ularly when common stocks are in- 
volved, as compared with a mutual fund 
where the individual buys of his own 
free will, accepting the fact that values 
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will fluctuate with the time of withdraw- 
al. In the pension fund, neither the em- 
ployer nor employees are acting with 
the same freedom. The employer is ful- 
filling what many consider an obligation 
to employees in the long-term future. 
Pensioners want a week-to-week living 
wage and must depend on the fund to 
which the employer contributes. 

The difference between a mutual fund 
and a pension fund places possible capi- 
tal gains and.losses in a different light. 
Where promised benefits are in prede- 
termined dollar amounts the employer 
will receive the benefit of any gain and 
be expected to make up any loss in the 
fund. The prospective pensioner has no 
risk incentive and would probably prefer 
a very conservative investment policy. 
We also have a difference of interest be- 
tween today’s pensioner and tomorrow’s 
pensioner, particularly should there be 
a benefit varying with market value of 
the fund. Today’s pensioner will not be 
as interested in possibility of a long- 
term gain as the young man still far 
from retirement. These factors may lead 
to differences between management and 
employees in regard to investment pol- 


icy, particularly where common stocks 
are involved. These differences may be 
wider where there are current or pos- 
sible future questions regarding the pos- 
sibility that the fund may be terminated 
or changed materially in a way requir- 
ing liquidity at time of transfer. 
Dollar Averaging Difficult — Varia- 
tions in cash flow of a fund make it diffi- 
cult to successfully operate a common 
stock investment program under an av- 
eraging or other investment formula. 
Past statistical results most commonly 
quoted are based on consistent invest- 
ment throughout market ups and downs. 
As we have seen, net investable cash in- 
come of a pension fund will vary with 
its nature and actual experience over 
the years. Inasmuch as there will be de- 
ducted from gross income the rather in- 
flexible pension payments, variation, 
percentage-wise, in net investable in- 
come will be greater than percentage 
variation in gross cash income. Contri- 
butions from employees will vary with 
the degree of employment in the busi- 
ness in contrast to the relatively constant 
pension payments. Contributions from 
the employer are subject to circum- 
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stances affecting his company at the 
time contribution is to be made; e.g., 
the U. S. Steel Co. did not make its 
usual contribution to the pension fund 
in the first three quarters of 1958. The 
employer may find it necessary, or wish 
to, forego contribution when investment 
in stocks is particularly advantageous. 
Again, he may wish to fund heavily in 
prosperous years when stock prices may 
be inordinately high. Thus, even on a 
growing fund we may expect fluctua- 
tions in net investable income which 
may work against our chance of obtain- 
ing as good a result as that shown by 
applying hindsight to statistics based on 
the past. 

(At this point, the authors examine 
the historical record of common stocks 
as to yields, price fluctuations, alleged 
overstatement of earnings through inad- 
equate depreciation allowances under 
existing tax laws, declining price/earn- 
ings ratios of stocks, effect upon earn- 
ings of an end of the cold war, foreign 
trade competition, decreased leverage 
due to rising cost of debt and possible 
rise in stock capitalization, effects of 
public opinion upon investment policies 
and, in conclusion, the widespread as- 
sumption of creeping inflation over the 
foreseeable future. Because of the ex- 
tensive documentation, only the authors’ 
conclusions covering these points are 
presented here in summary form.) 

A deeper analysis of the surface rec- 
ord of common stocks shows they do 
not meet day-to-day living requirements 
of the pension fund without possible 
liquidation at unfavorable times. 

There is great question that the past 
dollar earnings and price record of com- 
mon stocks will be repeated. We face the 
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future without the built-up consumer de- 
mand and liquid assets existing at the 
end of World War II and with a heavy 
installment and mortgage debt already 
created. Past dollar earnings were in- 
flated by inadequate depreciation 
charges, by continually rising price 
levels, and by low interest rates charged 
on borrowed money. Today, there is no 
assurance that creeping inflation with its 
rising price levels will continue. Foreign 
products are already stealing our mar- 
kets. Stock prices have already been bid 
up to the point where dividend yields 
are much less than interest rates. It 
seems unlikely that past price-earnings 
ratios will be repeated. It must also be 
remembered that even if funds are avail- 
able, it is almost impossible for an insti- 
tution to pursue a consistent investment 
policy, such as an averaging formula, 
during periods when it is not in ac- 
cordance with the wishes of its clients. 
In arriving at a final decision, the 
hazards of each course of action must 
be assessed in the light of present politi- 
cal, economic, and monetary conditions. 
Both the amount and the stability of 
return from each investment under vary- 
ing conditions must be equated against 
the employer’s ability and willingness to 
make up any deficiency in bad times or 
face the results that may follow from a 
forced liquidation of part of the fund 
under unfavorable conditions. The final 
decision will measure the anticipated ad- 
vantages against the possibilities of loss. 


A A 
e Lewis Burwell Gunn, vice president, 


trust officer, and director of State- 
Planters Bank of Commerce and Trusts, 
Richmond, Va., has been selected to serve 
as general chairman of the 1960 Tri- 
Chapter Red Cross Fund Campaign. 





John W. Remington, president of the American Bankers Association, with Ruth Hagy, 
moderator and producer of the ABC network program “College News Conference.” On 
the December 27th program, Mr. Remington, president of Lincoln Rochester (N. Y.) 
Trust Co., discussed the problem of promoting economic growth without inflation with a 
panel of students, including, from the left: Derek Winans, Harvard University, who is 
president of Young Democrats at Harvard; Alan Hutchinson, editor, George Washington 
Law Review, George Washington University; Carol Dawson, Catholic University, and 
executive secretary of College Youth for Nixon; Bonnie Feldesman, editor, Diamondback, 
University of Maryland; and Edward F. Thomas, Jr., Wharton School of Business, Uni- 
versity of Pennsylvania. 
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- New meen 


Purchased and Offered by Halsey, Stuart & Co. Inc. alone or with associates* 


Amount of Amount of Underwriting 


Tax-Exempt 


Issue 


Issue 


Corporate 





Interest 
10,000,000 ALABAMA HIGHWAY AUTHORITY? $30,000,000 BELL TELEPHONE COMPANY OF PENNSYLVANIA 
Var. Rates Rev. Bonds 35 Year 534% Debentures, due 1994 = a 4,950,000 
22,750,000 BIRMINGHAM INDUST. WATER 15,000,000 BOSTON EDISON COMPANY 
BOARD, ALA.} Var. Rates Rev. Bonds First Mtge. Bonds, Series G, 544% Due 1989 . 3,400,000 
10,246,000 BUFFALO, NEW YORK 5,100,000 CHESAPEAKE AND OHIO RAILWAY 
Z Bonds Equip. Trusts, 442% & 44%% Ctfs., Due 1960-74 : 2,850,000 
5,130,000 CHICAGO, ROCK ISLAND AND PACIFIC RAILROAD 
40,000,000 CHICAGO, hy le Equip. Trust, Series U, 444% Ctfs., Due 1959-74 1,980,000 
120,000,000 CHICAGO.O’HARE INTERNATIONAL 25,000,000 re geen SYSTEM, INC. 
AIRPORT? 434% Rev. Bonds 4% Debentures, Series N Due 1984 . . 2,900,000 
26.ebenen cuecmaane: atene 20,000,000 DALLAS POWER & LIGHT COMPANY 
"34% & 3%3% Bonds 25,000,000 FLORIDA POWER & LIGHT. COMPANY sedate 
eae prem eA Sis . ’ ’ & 
23,300,000 CONSUMERS PUBLIC POWER DIST., First Mtge. Bonds, 5% Series due 1989 6,100,000 
4 NEDE.+ Var. Rates Rev. Bonds 18,000,000 GEORGIA POWER COMPANY 
44,000,000 COOK COUNTY, ILL.{ First Mtge. Bonds, 534% Series due 1989 . . 3,350,000 
4% Bonds 20,000,000 INDIANA & MICHIGAN ELECTRIC COMPANY 
11,400,000 DALLAS, TEX.?+ First Mtge. Bonds, 434% Series, due 1988. . ‘ 9,450,000 
Var. Rates Rev. Bonds 8,000,000 JERSEY CENTRAL POW ER & LIGHT COMPANY 
15,925,000 DETROIT, MICH.+ First Mtge. Bonds, 514% Series due 1989 “< 2,800,000 
Var. Rates Bonds 7,320,000 LOUISVILLE AND Ey Foernine top RAILROAD 
: 25,000,000 EAST BAY MUN. UTILITY DIST., Equip. Trust, Series U, 412% Ctfs., Due 1960-74 2,670,000 
i CALIF. Var. Rates Bonds 30,000,000 os ee a ae te hemaeny og COMPANY 3,700,000 
{ 35 Year 4%% Debentures, Due August 1, 1994 . > F 
- 1 15,000,000 MONTANA POWER COMPANY 
? 20,245,000 HOUSTON, TEX.+ First Mtge. Bonds, 442% Series due 1989 . . 2,350,000 
’ ' ? Var. Rates Bonds 20,000,000 a te PIPELINE ca tote - ch AMERICA‘ 1,590,000 
irst Mtge. Pipeline Bonds, 4% eries due a os R 
f ediemeaads tk yc cama 45,000,000 NEW ENGLAND TELEPHONE AND TELEGRAPH 
2 . COMPANY 35 Year 534% Debentures, Due Sept. 1, 1994 7,200,000 
a 32,000,000 INDIANAPOLIS-MARION COUNTY BLDG. 7,350,000 NORFOLK AND WESTERN RAILWAY 
t AUTH., IND.+ 44% & 44%% Rev. Bonds Equip. Trust, Series G, 44%% Ctfs., Due 1959-74 3,600,000 
26,000,000 LOS ANGELES SCHOOL DISTRICTS, 20,000,000 NORTHERN ILLINOIS GAS COMPANY 
D CALIF.+ 334% Bonds First Mtge. Bonds, 5% Series due June 1,1984 . . 3,200,000 
rT 40,000,000 LOS ANGELES CO. FLOOD CONTROL 25,000,000 NORTHERN INDIANA PUBLIC SERVICE COMPANY 
DIST., CALIF.+ 4% Bonds First Mtge. Bonds, Series J, 442% Due 1989 . . 4,300,000 
a 20,000,000 LOUISIANA, STATE OF} 10,755,000 NORTHERN PACIFIC WAILWAY 
| Var. Rates Bonds aaenen ooo. pe 4% yi tnt eae Due 1960-74 . 5,055,000 
i iy IO EDISON 
il 81,762,000 ks” rr First Mtge. Bonds, 414% Series of 1959 due 1989 6,000,000 
25,000,000 OHIO POWER COMPANY 
l- Trees i. i” as First Mtge. Bonds, 444% Series due 1989 . . 5,350,000 
= ats ‘ ; 20,000,000 PUBLIC SERVICE COMPANY OF COLORADO — 
i 75,000,000 MICHIGAN, STATE OF? ? First Mtge. Bonds, 444% Series due 1989 . 5,400,000 
Var. Rates Rev. Bonds (2 issues) 8,000,000 PUBLIC SERVICE COMPANY OF NEW HAMPSHIRE 
t, 29,704,000 MICHIGAN SCHOOL DISTRICTS First Mtge. Bonds, Series K, 54% due 1989 . . . 4,700,000 
% Var. Rates Bonds (19 issues) 20,000,000 PUGET SOUND POWER & LIGHT COMPANY+ 
; 18,800,000 MILWAUKEE, WIS. First Mtge. Bonds, 512% Series due 1989 . . 4,700,000 
S, 3% & 2.90% Bonds 12,000,000 ROCHESTER GAS AND ELECTRIC CORPORATION 
re +'§& 22,876,000 MINNESOTA, STATE OF{ First Mtge. 5% Bonds, due 1989, Series S , 2,650,000 
A %, Certificates 70,000,000 SOUTHERN BELL TELEPHONE AND TELEGRAPH 
1- 26,237,000 NASSAU COUNTY, N. Y.? COMPANY 35 Year 544% Debentures, Due 1994 . 3,850,000 
334% Bonds 12,000,000 SOUTHERN PACIFIC COMPANY 
15,991,000 NEW HAMPSHIRE, STATE OF Equip. Trusts, 446% & 434% Ctfs., Due 1960-74 . 4,050,000 
34% Bonds 25,000,000 5% Sinkis ELECTRIC PRODUCTS —* 2 268.008 
512% Sinking Fun ebentures, due 198 r j J 
ao oo ssi 50,000,000 — _ | na gry ae ee COMPANY + sie i 
ss irst Mtge. Pipeline Bonds, 514% Series due 1979 . B ,00 
5 edits Ver.  hakiticas 6,100,000 ay a, = —_ POWER COMPANY ena 
irst Mtge. Bonds, 5% Series Due 1989 . . . ,;000 
| Pe a foe. 8,000,000 WISCONSIN PUBLIC SERVICE CORPORATION 
50,000,000 NEW YORK STATE THRUWAY AUTH.}{ First Mtge. Bonds, Series due 1989, 54% 4,450,000 
Var. Rates Rev. Bonds 
12,667,000 OAKLAND COUNTY, MICH. 16,000,000 ADDITIONAL PUBLIC UTILITY BONDS (4 issues) 8,950,000 
Var. Rates Bonds (2 issues) 21,150,000 ADDITIONAL ee TRUST CERTIFICATES 
\ 53,000,000 OREGON, STATE OFft (2 issues) (6 issues) 13,575,000 


Var. Rates Bonds 
25,000,000 PENNSYLVANIA GENERAL STATE 
AUTH. Var. Rates Rev. Bonds 
10,000,000 PENNSYLVANIA STATE HIGHWAY & 
BRIDGE AUTH. Var. Rates Rev. Bonds 
: | 9,700,000 PENNSYLVANIA STATE PUBLIC SCHOOL 
i BLDG. AUTH. Var. Rates Rev. Bonds 
25,480,000 PHILADELPHIA, PA.j+ 


Descriptive circulars or prospectuses, where available, and current quotations will be supplied for 
any of these securities upon request. 
*To December 16,1959 t+ Issue headed jointly by Halsey, Stuart & Co. Inc. and others. All other issues were headed 


by Halsey, Stuart & Co. Inc. alone. Not included in these compilations are issues in which Halsey, Stuart & Co. Inc. 
participated only as a member of an account. 


Send For Year-End Bond Survey and Helpful Tax Chart 














= | 85,000,000 oar aay = AUTH.} Concise survey of 1959 bond market and outlook for 
~ 2 s Var. Rates Rev. Bonds (3 issues) 1960, and tax chart to help you determine the value of 
7) 20,000,000 SALT RIVER ones. ARIZ.+ tax exemption in your income bracket. Write without 
. Var. Rates Bonds (2 issues) li . for fold TR-6 
1 a 13,025,000 VERMONT, STATE OF} obligation for folders 
1s 314% Bonds "7 
fon 9,875,000 WASHINGTON, STATE OF{ 
mt > WASHINGTON, STA HALSEY, STUART & CO. INC. 
c 123 S. LASALLE STREET, CHICAGO 90 © 35 WALL STREET, NEW Y K 
ck, 229,981,000 ADDITIONAL TAX-EXEMPT BONDS— . “oss 
nl (121 issues) AND OTHER PRINCIPAL CITIES 
TES January 1960 39 
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- 20% = +200 PRICES AND DIVIDENDS = 
DOLLARS PER SHARE 
+24 4 
+ 180 
95 4 
“\ PRICES 
4 L160 ; 
rt i. 4 
YIELD 
%o 
5 2 anil 
x 3 6 <ul 
YIELDS ’ a 
+ 40 ~ ' St ¥%.. AS’ f aod 
(wh fe, 0 We 
\ a. eo 
' + 4.8 , | i » - 
44 ae 3 YEAR - ‘ } vara’ vw DIVIDENDS 
coo 10 YEAR 3 ae Aga 1 i ‘ Cae ese  cassll 
---- 3as,0F o ssiaseints aa V *% 
| 4g 6/15/83-78 a aalal: i | 
-—=—- Baa bet 
= 4 — 
1956 1957 1958 1959 - 1956 1957 1958 1959 1956 1957 1958 1959 
Aan. 
—— End of Month —— Range for Period 
1959 1959 1958 1959 1951-58 
nee reat ‘ia Bish Lew High-Low 1946-50 1941-45 1931-40 1919-1980 
1. U.S. Government Bond Yields 
3-Year Taxable Treas. — % 5.17 4.86 3.70 5.17-3.72 4.10-1.35 1.68-0.90 1.32-1.07 (a) (a) (a) 
6-Year Taxable Treas. _.- _---  % 5.10 4.72 3.87 5.10-3.87 4.12-1.75 1.87-1.06 1.70-1.24 (a) (a) (a) 
10-Year Taxable Treas. _...-----—-—— % 4.87 4.47 4.01 4.87-3.86 4.01-1.95 2.10-1.38 2.10-1.49 (a) (a) (a) 
Bank 24s, 9/15/72-67 __---------—_ % 4.64 4.28 3.86 4.64-3.77 $.86-2.21  2.48-1.96 2.48-2.03 (a) (a) (a) 
Victory 244s, 12/15/72-67 % 4.56 4.19 3.83  4.58-3.76 2.83-2.44  2.48-2.08 2.50-2.37 (a) (a) (a) 
314s, 1983-78 ___. % 4.39 4.08 3.84 4.39-3.83 3.84-2.59 (b) (b) (b) (b) 
3s, 1995 % 4.06 3.87 3.68 4.06-3.65 3.68-2.94 
2. Corporate Bond Yields 
Aaa Rated Long Term % 4.61 4.54 4.10 4.61-4.09 4.15-2.65 2.91-2.45 2.88-2.59 6.75-2.70 6.38-4.42 
Aa Rated Long Term % 4.77 4.69 4.19 4.78-4.20 4.31-2.70  2.98-2.53 3.06-2.66 7.038-2.90 6.84-4.59 
A Rated Long Term Jo 4.92 4.86 4.43 4.92-4.39 4.51-2.87 3.28-2.67 3.39-2.78 9.23-3.35 7.71-4.91 
Baa Rated Long Term % 5.32 5.25 4.86 5.32-4.82 5.11-3.15 3.57-2.93 4.47-3.06 12.96-4.42 8.56-5.32 
3. Tax Exempt Bond Yields 
Aaa Rated Long Term _.__________ 3.49 3.38 3.12  3.65-3.06 3.45-1.28 1.98-0.90 1.84-0.93 2.81-1.56 (d) (d) 
Aa Rated Long Term —...-.--- == oY 3.67 3.56 3.36 3.81-3.21 3.72-1.8T  2.21-1.04 2.11-1.21 3.02-1.78 (d) (d) 
A Rated tong Tern _— - % 3.99 3.88 3.69 4.03-3.53 3.98-1.72  2.64-1.28 2.49-1.49 3.29-2.11(d) (d) 
Baa Rated Long Term __._._._-_-. & 4.43 4.29 4.10 4.46-3.92 4.51-1.98  3.05-1.57 2.94-1.80 3.71-2.60 (d) (d) 
4. Preferred Stock Yields 
Industrials—High Dividend Series 
| ae. 2 4.85 4.75 4.47 4.85-4.36 4.68-3.80  4.09-3.28 4.37-3.55 6.54-3.83 6.79-4.75 
Medium Grade _.._.______..._ % 5.24 5.14 5.07 5.24-4.78 5.60-4.45  5.08-4.14 5.94-4.33 12.73-4.91 8.05-5.61 
Industrials—Low Dividend Series 
ee a % 4.66 4.55 4.37 4.66-4.28 4.67-3.46  3.92-3.27(e) (e) (e) (e) 
Medium Grade __-_-._--___- % 5.00 4.93 4.79 5.03-4.65 5.16-3.80  4.20-3.52(e) (e) (e) (e) 
Utilities—Low Dividend Series 
CL ee ae eos 5.04 4.98 4.68 5.12-4.55 5.00-3.78 4.24-3.40 (e) (e) (e) (e) 
Medium Grade ——____... % 5.33 5.19 4.95 5.33-4.82 5.34-4.18  4.65-3.69(e) (e) (e) (e) 
5. Common Stocks 
125 Industrials—Prices (g) $195.43 189.96 177.75 196.07-174.47 158.98-66.75 64.46-43.20 49.30-22.69 49.10-10.56 78.06-34.81 (f) 
125 Industrials—Div. (g) ————-__. 6.01 6.01 5.64 6.01-5.68 5.94-4.13  4.44-1.76 1.94-1.52 2.05-0.72 2.53-2.16 (f) 
125 Industrials—Yields ___-_-_-_-_§__. % 3.08 3.16 3.17 3.28-2.96 6.79-3.63  7.29-2.20 7.71-3.56 10.13-2.59 6.21-3.19 (f) 


(a)—U. S. Govt. Bond Yields in this series date from Jan. 5, 19438. 
{b)—U. S. Govt. Bond Yields in this series date from April 15, 1953. 
(c)—U. S. Govt. Bond Yields in this series date from Feb. 15, 1955. 
(d)—Tax Exempt Yield Averages in this series date from Dec. 1, 1936. 


*Revised 


Jan. 2, 1946. 


(g)—Dollars per share. 


(e)—Low Dividend Preferred Yield Averages in this series date from 


(f)—125 Industrials Averages date from Jan. 1, 1929. 
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TECHNOLOGICAL CHANGES 
oma Snnituaieal Cotlnenn 


WAID R. VANDERPOEL 


Assistant Vice President, The First National Bank 


HE PROBLEM OF ADEQUATE INVEST- 

ment counsel is undoubtedly more 
acute in smaller cities and towns. Major 
urban areas have banks with experi- 
enced personnel, investment counselors 
as well as numbers of securities dealers. 
Everywhere the banker plays an import- 
ant role as investment advisor, some- 
times most reluctantly. Sometimes this 
advice is through a trust service, often 
it is on an informal, request basis. In 
smaller communities the banker is often 
the only impartial and objective advisor. 
A recent survey conducted by the New 
York Stock Exchange of nonshare own- 
ers disclosed that 36% of these people 
would go to their banker for advice 
about stocks. 

Little doubt appears that security 
ownership will become even more wide- 
spread and our roles as investment 
counselors grow in importance. If the 
majority of small investors are unsuc- 
cessful, our system could actually lose 
adherents whereas a favorable outcome 
will produce an ever larger number of 
boosters for free enterprise. 


Pick Your Goal 


Preliminary to selection of investment 
media and specific securities is determin- 
ation of objectives. Our experience has 
shown that confusion as to investment 
goals will generally hamper a successful 
portfolio performance and these goals 
must be reviewed from time to time as 
the age and financial status of your cus- 
tomer change. 

There are, we believe, three basic 
types of investment hazards. Dollar risk 
and interest rate risk involve possible 
declines of market price. Investment risk 
can also arise without a change in mar- 
ket prices. We are all aware of purchas- 
ing power risk. 

Changes in investor sentiment can re- 
sult in substantial price fluctuations. Po- 
tential owners of common stock should 
understand that pessimism, even a de- 
cline in the degree of optimism, can con- 


From address at Conference of the Bank’s Cor- 
respondents, Nov. 30-Dec. 1. 
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stitute a very real investment risk. Some 
of the more common causes of market 
risk are: recessions, the actions and suc- 
cess of competitors, changes in consum- 
ers’ preferences or shopping habits, new 
and competitive products and govern- 
ment policies and legislation. 


Better Living — Higher Costs 


Most people believe that inflation is 
the sole cause of purchasing power risk. 
This simply is not so! Changing living 
standards represent an important influ- 
ence on the buying power of a dollar, 
quite different and apart from that of 
inflation. Increase in actual purchasing 
power represents true progress after in- 
flation. Why has this improvement come 
about? The answer in a single word is 
“technology” or applied industrial sci- 
ences. One result has been increased 
productivity which, in turn, has led to 
higher wages and higher family income 
levels for most. Technology has also cre- 
ated a whole flood of new products 
which have attracted the increased dol- 
lars. These advances have one thing in 
common: the new product usually costs 
more dollars than the item it replaces, 
just as a television set requires a greater 


of Chicago 


outlay than for a radio. These changes 
have a most pronounced effect upon in- 
vestments. A changing living standard is 
really quite different from inflation. 
When prices of commodities or specific 
goods increase, more dollars are re- 
quired to purchase these same items. 
However, as we change living standards, 
as we replace old ways with modern 
methods of transportation, complex ap- 
pliances, and new convenience foods, 
the ability of a single dollar to provide 
part of daily requirements will inevit- 
ably decrease. 

Sometimes both inflation and living 
standards work together to reduce the 
value of the dollar. An automobile which 
in 1926 sold at $700 would, if produced 
today, cost about $1,100. However, to- 
day’s auto is a completely different prod- 
uct — and costs a great deal more than 
$1,100. The difference between the 1926 
cost of $700 and $1,100 represents in- 
flation; the advance from $1,100 to $3,- 
500 comes from the forward march of 
technology. 

The buying power of our dollar, 
measured by consumer prices, has de- 
clined to between 25 and 30% of its 
1900 level. How has the security owner 





PURCHASING POWER OF THE DOLLAR, OF BOND INTEREST 
AND OF COMMON STOCK DIVIDENDS AS A PERCENTAGE OF 1935-1939 
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fared, incomewise, during this period? 
The bondholder has suffered declining 
yields during much of this era, coupled 
with reduced buying power of the cou- 
pon dollar. In recent years higher yields 
have more than offset inflationary in- 
fluences and yields from new bond pur- 
chases give more buying power than 
during any time since World War II. 

The purchasing power of dividends, 
and data is fragmentary prior to the 
1920's, reflects in its rapid fluctuations 
the effects of some of the causes of price 
risk. It is important that those whom 
you counsel on investments understand 
just how quickly the purchasing power 
of dividends can advance — and de- 
cline! However, over periods of 10 to 
20 years, stocks, have given some pro- 
tection — even a growth of purchasing 
power. 

If we compare the influences of these 
two purchasing power risk factors on a 
hypothetical fixed dollar investment port- 
folio, we find that between 1897 and 
1915 a $1,000 bond declined 27%. Since 
then rising prices and changing living 
standards have reduced the value of 
fixed dollar investments to only 10% of 


the 1897 level. 


Technology vs. Inflation as 
Investment Risks 


Stockholders have fared quite differ- 
ently. Fluctuations in value have been 
sharp and frequent but over these years 
they have seen their fluctuating invest- 
ments pace the rise in family incomes, 
allowing participation in the 
abundant, but more expensive life. 


more 


Which of these two factors, inflation 
or technology-based living standard 
changes, figures to exert the more power- 
ful influence in the future? This ques- 
tion has immediate practical application 
because it will help in arriving at a 
logical decision as to the areas for in- 
vestment. Rising prices, inflation, have 
reduced the purchasing power of the 
dollar between 70% and 75% since 
1900. 

Since 1948 inflation has forced the 
dollar down at about 1.8% per year. 
Except for the Korean conflict, the rate 
of decline would have been under 114% 
per annum. It is our belief that inflation, 
while still a problem, represents less of 
a purchasing power risk to fixed income 
investment than does advancing tech- 
nology and there is reason to hope that 
inflation can be checked. This may mean 
that those who develop policies to com- 
bat rising commodity prices, by concen- 
trating investment in classic inflation 
hedges, are not fully cognizant of the 
real risk. 

There is every reason to believe that 
the standard of living will continue to 
change. Expenditures are accelerating — 
and with increased research inevitably 
comes change. The implications are 
startling. Other products and processes 
will become obsolete more rapidly. Woe 
to the complacent company whose prod- 
ucts or services can no longer fulfill cus- 
tomer needs. The investment task of 
selecting research-minded companies 
which will produce best rewards for 
shareholders becomes even more diffi- 
cult. 





Missouri. 


from other states to Missouri. 





First Choice for Trust Service 
in Missouri 
The St. Louis Union Trust Company engages only in the trust busi- 
ness. It does no banking business. It accepts no deposits subject to 


check. It is the largest stockholder of the First National Bank in 
St. Louis, with which it is affiliated. It is the oldest trust company in 


We suggest consideration of our Company for ancilliary service in 
Missouri or where recommendations are to be made to people moving 


“Trust Service Exclusively” 


St. Louis Union Trust Company 
ST. LOUIS, MISSOURI 
Affiliated with the First National Bank 
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Research expenditures leading to 
greater productivity in turn permit 
higher real wages. Even if we have no 
inflation, there is a good chance family 
incomes will rise at 3° per year — just 
reflecting higher productivity, and by 
1975 the typical family income would be 
$9,690 per year. 


Criteria for Selection 


We have developed a set of criteria 
for judging future prospects of com- 
panies and industries; if one or more 
of the following factors are present we 
believe growth prospects are consider- 
ably enhanced: 


1. Increasing per capita use. Ex- 


amples include aluminum, certain 
kinds of paper products and elec- 
tricity. 


2. New Products. Success in intro- 
ducing new, needed products, not 
merely new models of last year’s line, 
enchances chances for earnings prog- 
ress. Examples include certain drug 
lines, new appliance, convenience 
foods, types of office equipment, plas- 
tics and synthetic fibers. 

3. If lines are subject to “Tech- 
nological Upgrading” profit potentials 
are increased. If products logically 
become more complex, more versatile, 
more effective, they often command a 
higher price, thereby expanding sales. 
Examples include types of communi- 
cations equipment, data processing de- 
vices, industrial controls, autos, out- 
board motors and many kinds of 
machinery. 

4. Where entrance into the field is 
somewhat limited — either by capital 
requirements, technical skills or pat- 
ent position. In some industries effec- 
tive competition is reduced by the un- 
usual “know how” demonstrated by 
some managements and profit poten- 
tials for effective competitors are en- 
hanced. 


A study of unfavorable market price 
action of stock groups where these 
growth factors do not appear generally 
operative, indicates these yardsticks may 
have a very real value. 

Just as our economy is subject to 
changes induced by technology, so are 
relationships of investment media con- 
stantly shifting. Stock yields and bond 
yields have varied widely in their rela- 
tionship. History has proven that most 
favorable stock results have been obtain- 
ed from purchases made when equity 
yields exceeded bond yields. The current 
situation, stock return under that from 
bonds, is not new. 

A successful long-term investment pol- 
icy must be flexible. The old admonition, 
“Buy good investments, put them in the 
safe deposit box and forget about them” 
is even jess likely to be right in the fu- 
ture than it has been in the past. 
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MELLON NATIONAL BANK 
AND TRUST COMPANY 


PITTSBURGH, PENNSYLVANIA 


Statement of Condition, December 31, 1959 





RESOURCES 


Cash and Due from Banks 

U. S. Government Securities . 
Other Public Securities 

Other Securities 

Loans and Discounts . ‘ 
Bank Buildings and Equipment . 
Other Resources 


LIABILITIES 
Capital 


Surplus , 
Undivided Profits . 
Due Depositors 


Reserves—Taxes and Expenses 
Other Liabilities 


$ 414,696,232.02 
347,503,678.76 
213,631,595.00 
12,693,883.93 
1,049,117,759.32 
20,021,774.45 
10,093,433.25 





$2,067,758,356.73 





$  63,958,600.00 
187,295,500.00 
38,413,179.06 
1,753,271,242.99 
14,144,533.90 
10,675,300.78 





$2,067,758,356.73 





Securities carried at $184,267,501.16 are pledged to secure deposits of public monies and for other purposes. 
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INVESTMENT COMPANY NOTES 


HENRY ANSBACHER LONG 


Mutuals Endorsed for 
Employee Benefit Plans 


The most enthusiastic endorsement in 
recent years of the use of mutual funds 
in employee benefit plans has been given 
by the chief executive of one of the 
country’s leading actuarial firms. In a 
booklet titled “The Role of the Mutual 
Fund in Employee Benefit Plans,” 
Geoffrey N. Calvert, vice president of 
Alexander and Alexander, Inc., and the 
founder and Director of its Consulting 
Actuarial Division, advocates mutuals 
where the group is less than 200 em- 
ployees and possibly up to 500. Mr. 
Calvert points out the growing need for 
pooled investments of this character be- 
cause of the necessity of investing an 
increasing percentage of equities in pen- 
sion as well as profit sharing plans. In 
fact, he has been one of the most per- 
sistent advocates of the use of commen 
stocks in pension plans and his book- 
let points out that fixed dollar invest- 
ment has been one of the great weak- 
nesses of plans established in earlier 
years because of inflation’s effect on 
purchasing power. 

Even larger companies may find the 
use of mutuals preferable to the estab- 
lishment of their own trusteed retire- 
ment funds, according to Mr. Calvert. 
Such would be firms with split-funded 
type of plans, those with basic pension 
plans supplemented by optional em- 
ployee contributions and others having 
their primary pension programs comple- 
mented with profit sharing plans, or sav- 
ings funds, thrift plans or provident 
funds. Although many banks in the 
larger cities operate pooled funds de- 
signed particularly for the benefit plans 
of smaller employers, Mr. Calvert in- 
dicates the possible choice of mutuals 
because “there may be many reasons 
why the employer would prefer to do 
business with his own group of trustees, 
or his local bank, which may have 
neither a large volume of this type of 
business nor investment facilities ade- 
quate to the task.” 

Mr. Calvert weakens his argument 
somewhat with seven of his observations 
about the mutuals themselves. He ap- 
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pears to equate size, especially large size, 
with their suitability as investment 
media. This is not so, especially where 
a certain amount of flexibility is a con- 
comitant of efficient supervision of an 
equity portfolio. He also gives the im- 
pression that the entire reserve of a pen- 
sion fund might be invested in a bal- 
anced fund. A check of the portfolio 
policy (Columns 1, 2 and 3) of the 
twenty balanced funds included in our 
mutual fund index would convince many 
that this is carrying equity investment 
in pension funds to rather extreme 
limits. 

Mr. Calvert’s apparent defense of the 
sales load in so far as benefit plans are 
concerned is also questionable. He 
claims that the amount of the investment 
of the small-to-medium sized employer 
would enable the 8% charge to be “sub- 
stantially reduced.” But for up _ to 
$100,000 per annum this would still be 
4% with the majority of funds. The 
mutuals might make available to benefit 
plans a graduated sales charge which 
decreases as the pension portfolio in- 
creases in size over the years. This ap- 
proach is currently used by funds under 
supervision of Investors Diversified 
Services, but problems are involved 
when investment company shares are 
distributed through independent dealers. 


A partial solution to the dilemma of 
the distribution expense at the present 
time, which actually is the use of one 
or several of the many excellent mutuals 
managed by established investment 
counsel which have no such costs. Mr. 
Calvert’s firm is headquartered in Balti- 
more, the home of an extremely well- 
managed fund of this type as evidenced 
by its record in our mutual fund index. 
Thus, all the more reason for their 
recognition. Instead he summarily dis- 
misses them with the following: “There 
are some funds in which only a manage- 
ment fee is involved, These funds are 
not permitted to impose a sales charge 
and usually do not have ‘local’ repre- 
sentation.” Unfortunately this detracts 
from the professional objectivity one 
normally would associate with a booklet 
from such an authoritative source. 











Long Island Doctors 
Organize Own Mutual 


One of the newest developments in 
mutual investing of a group of related 
professional men is the organization of 
the Nassau Physicians Guild Investment 
Company by a number of Long Island 
doctors. Sales of the fund’s shares, which 
is set up as a conventional mutual, will 
be restricted to regular and associate 
members of the Nassau Physicians 
Guild, Inc., who are residents of New 
York. Several other local groups of 
doctors as well as dentists are watching 
the development. Interestingly, as with 
the pension funds discussed in Mr. Cal- 
vert’s booklet, only with a slightly dif- 
ferent twist, it was the problem of the 
acquisition cost of the established mu- 
tuals, as experienced by a group of re- 
lated investors, which provided one of 
the major stimuli for the formation of 
the new fund. 

About two years ago these doctors 
formed an association to take advantage 
of certain group benefits among which 
was the acquisition of regular mutual 
shares at a reduced sales charge to 
members because purchases were made 
in volume for guild membership. In one 
year, approximately 700 doctors in- 
vested $750,000, bringing the sales 
charge down as low as 214%. But the 
S.E.C. has now made a ruling that such 
type of association is no longer eligible 
for the quantity discount as evidenced 
by a letter of intent over a thirteen- 
month period. Rather than pay the full 
acquisition cost, the members decided 
to set up their own mutual. 

In the Guild’s own fund, the load 
factor will be completely eliminated. 
The portfolio will be selected and super- 
vised by Standard and Poor’s at a cost 
of 2/10 of 1% per annum on the first 
$300,000 of invested assets and 1/10 of 
1% on the excess. Long Island Trust 
Co. of Garden City, where the fund is 
headquartered, will serve as custodian 
and transfer agent at the usual fees 
charged for such services. 

The funds’s sponsors recognize that 
they also will have the organization and 
mechanism to organize a pension fund 
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under the Keogh Bill when it is enacted. 
This might be set up as a companion 
company to the new mutual or it might 
supersede it. 


lavestment Counsel Service 
Designed for Small Accounts 


A new investment counsel service in- 
tended for accounts as small as $25,000 
has recently been introduced by the 
established New York counsel firm of 
Trainer, Wortham and Co. It is primar- 
ily designed for young executives or 
persons of similar position and other 
investors of moderate means interested 
in achieving long term capital gains 
rather than high current income. Its in- 
ception should be of particular interest 
to mutual fund enthusiasts since by 
permitting each account to have its own 
individual portfolio, it marks a develop- 
ment directly contrary to the present 
trend towards pooled investments man- 
aged as one large unit. Funds in 
amounts as small as $300 can be added 
to the account at any time.. Clients. are 
cautioned to keep outside the account 
whatever cash reserves they consider 
necessary for emergencies. 


The Trainer firm feels that it has 
the satisfactory solution to individual- 
ized portfolios of this type by keeping 
costs at a minimum while at the same 
time furnishing the same standard of 
management offered to regular counsel 
clients. Irving Trust Co. will act as 
custodian of cash and securities and will 
maintain a separate safe-keeping account 
for each client. While retaining control 
over his securities, the client will be 
asked to give a limited authorization to 
the counsel firm to direct the custodian 
as to purchase and sale of such securi- 
ties. The custodian will have possession 
of assets at all times, however. Income 
after charges will be distributed quar- 
terly or retained reinvested as desired. 


The fee of the counsel firm is 1% 
of principal per annum payable quarter- 
ly with a minimum of $250 per year. 
Management costs as well as the cus- 
todian’s charges are paid out of this 
expense which is deducted by the latter 
out of income quarterly and drawn 
against principal if necessary. Trainer, 
Wortham will issue a statement annually 
indicating the value of the account as 
to cash principal and securities while 
the custodian will report periodically in 
more detail. This will not involve much 
expense as a typical account of $30,000 
might consist of ten securities. The pro- 
ponents of the service thus claim the ad- 
vantage of greater flexibility of opera- 
tion than is possible even in a small mu- 
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tual fund. They also suggest that a 
tailored-made portfolio is far better 
adapted to meeting the investor’s in- 
dividual requirements. 


IDS Sets Up Pension 


For Sales Force 


Establishment by Investors Diversified 
Services, Inc. of an equity flavored pen- 
sion plan for the benefit of its district 
managers and salesmen represents an- 
other recent development in the area of 
collective investing for retirement pro- 
grams. Graduated percentages of the 
commissions paid a salesman will be 
withheld each year, but his commis- 
sion rate has recently been raised so 
that in effect his take-home pay is much 
the same as it was formerly. A sales 
representative grossing $15,000 com- 
missions will have 10% of this amount 
deducted for the program. Vesting com- 
mences after the fourth year with full 
vesting on completion of fourteen years 
of service, 

IDS currently plans to invest the 
amounts withheld in its sponsored In- 
vestors Stock Fund, Inc. Such moneys 
plus an amount equal to the capital ap- 
preciation and income, if any, from such 
sums invested in shares of the Stock 
Fund will be treated as a company 
liability which will become due to the 
salesman as he retires. In any event, 
IDS must pay to the salesmen the 
amount which is withheld from commis- 
sions pursuant to the plan. 

This is believed to be the first pen- 
sion plan in the mutual fund industry 


established for the benefit of salesmen. 
Keystone has had a unique pension plan 
in operation for its employees since 
early 1958 while King Merritt, an affii- 
ate of the Channing Corp. and retail 
distributor of Institutional Shares and 
other funds, has organized a profit shar- 
ing plan for the benefit of its sales- 
men. Many sponsor firms retailing ex- 
clusively through dealers likewise have 
profit sharing arrangements for their 
own personnel. On the other hand, the 
majority of the large closed-end com- 
panies, due to their structural differ- 
ences, have up to the present preferred 
pension funds. Lehman Corporation has 
a pension fund, whose contributions are 
paid to the John Hancock Mutual Life 
Insurance Co., as well as a thrift plan 
with matched employee contributions 
all going into the investment company’s 
stock. Certain other closed-enders are 
contemplating dual arrangements simi- 
lar to the Lehman set-up. 


Investors Management Co. 


Celebrates 35th Birthday 


Investors Management Co., believed 
to be the oldest advisory firm in the na- 
tion organized to supervise investment 
company portfolios exclusively, wound 
up the year 1959 by celebrating its 35th 
birthday. Its origins commence with the 
founding in 1924 of Investors Managers 
Company by Edgar Lawrence Smith, 
famed for his classic “Common Stocks 
as Long-Term Investments.” Currently 
the portfolios of three funds with assets 
approximating three quarters of a bil- 





BALANCED FUND 
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Invested in bonds, preferred 
and common stocks selected 
for reasonable stability and 
possible long-term growth of 
principal 


Copies of the Prospectuses obtainable from 


Stein Roe & Farnham BALANCED FUND, nc. 
Stein Roe & Farnham STOCK FUND, Jnc. 


Stein Roe & Farnham 


BOTH FUNDS AVAILABLE AT NET ASSET VALUE 


STOCK FUND 





Substantially all assets invested 
in common stocks selected for 
long-term growth possibilities 


135 South LaSalle 
Chicago 3, Illinois 
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lion dollars are under its supervision. 
These companies, sponsored by Hugh W. 
Long and Co., are Diversified Invest- 
ment Co., Inc., Diversified Growth Fund, 
Inc. and Fundamental Investors, Inc. 
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BANKER CREATES HOME StTuDY 
INVESTMENT COURSE 


A University of Chicago Home-Study 
investment course, prepared by William 
C. Norby, vice president, Harris Trust & 
Savings Bank, and taught by three of 
his banking associates, has achieved a 
registration of student correspondents 
from 40 states and seven foreign coun- 
tries. Housewives and doctors each form 
about 10% of the 261 regular students. 
People from business management and 
sales positions are the next most numer- 
ous. 


“Common Sense for the Individual 
Investor,” designed for the sophisticated 
adult, aims to provide basic knowledge 
important to an adult in making in- 
formed decisions of his own. It does not 
attempt to tell him how or in what to 
invest. The majority of students are 
from the upper and middle income 
groups and have at least one college 
degree. 








THE 


LAZARD FunpD, 
INC. 


Annual Report 


as of December 31, 1959 





Available upon request 


44 Wall Street, 
New York 5, N. Y. 
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Taxation of Capital Gains 
Distribution by States 


The National Association of Invest- 
ment Companies has furnished its mem- 
bers with rulings concerning the state 
tax status of distributions in 1959 from 
realized security profits. This informa- 
tion is summarized herewith as appears 
in a pamphlet issued by Delaware In- 
come Fund. 





“Inc.””—Taxed as Income. 

“C.G.’’—Taxed as Capital Gain. 

“N.T.”—Not Taxable. 

(1) Cost basis of shares previously held must 
be adjusted. 

(2) Although no definitive ruling has as yet 
been issued on this point, the intent of the 1959 
Idaho Income Tax Act was to conform the Idaho 
tax law to the Federal Internal Revenue Code 
“insofar as possible.’’ 

(3) Constitutes “Investment Income,” 
$500 of which is taxed at 3%, 
at 5%. 

(4) Michigan has an intangibles tax, and capi- 
tal gain distributions received in cash form part 
of the income base. Capital gain distributions re- 
ceived in additional shares do not form part of the 
income base. 

(5) Ohio shareholders who receive distributions 
in shares of stock may be subject to an intangibles 
tax on those shares. 


the first 
and the balance 





EMERGENCY PREPARATIONS FOR 
THE SMALLER BANK 


A new booklet, “Emergency Pre- 
paredness Program of the Prototype Na- 
tional Bank & Trust Company,” pub- 
lished by the Pennsylvania Bankers As- 
sociation, describes the complete pro- 
gram planned and carried out in a 
sample $5 million bank. The prototype 
program is developed in a 16-page book- 
let which includes all phases of planning, 
from the enabling by-laws and resolu- 
tions adopted by the board to the re- 
construction of records plan at the al- 
ternate headquarters. The detailed list 
of the costs of each phase of the pro- 
gram reaches a total of $777. 

The “Prototype Program” booklet is 
available at 50c per copy, on request to 


PBA, Box 152, Harrisburg, Pa. 


STATE INCOME TAXATION 


OF 


CAPITAL GAIN DISTRIBUTIONS 


WHERE CAPITAL GAIN IS TAKEN IN 


STATE 


Ala. 
Alaska 
Ariz. 
Ark. 
Calif. 
Colo. 
Conn. 
Del. 
D.C. 
Fla. 
Ga. 
Hawaii 
Idaho 
Til. 
Ind. 
Iowa 
Kan. 
Ky. 
La. 
Maine 
Md. 
Mass. 
Mich. 
Minn. 
Miss. 
Mo. 
Mont. 
Neb. 
Nev. 


CASH SHARES 
Taxed Taxed 

Ine. Ine. 
C.G. C.G. 
Ine. Ine. 
Ine. Ine. 
Ine. Ine. 
C.G. C.G. 
NAT. N.T 
Inc. N.T.C@) 
Ine. Ine. 
Nit. N.T. 
C.G. C.G. 
C.G. C.G. 
CG.) CGE) 
Nir. Not. 
Inc. Ine. 
C.G. C.G. 
C.G. C.G. 
C.G. C.G. 
Ine. Ine. 
1 ie NT. 
Inc.(3)  Ine.(3) 
Ine. NTA) 
Ine.(4) N.T. 
C.G. C.G. 
Inc. Ine. 
C.G. C.G. 
C.G. C.G. 
Nt. Noo. 
Nin. Nur. 
NT. Net. 
Nit Nor. 
Inc Ine 
Ine Ine 
Ine. Ine. 
C.G. C.G. 
Wa. N.T.5) 
Inc. Ine 
Ine. Inc. 
N.T N.T 
N.T N.T 
Ine. Ine 
N.T N.T 
Ine Ine. 
N.T N.T 
Ine. Ine. 
N.T N.T 
Ine. Ine. 
N.T N.T 
N.T N.T 
Ine. Ine. 
N.T N.T 


Check in lieu 
of fractional 
share 
Taxed as 
Inc. 
C.G. 
Inc. 
Ine. 
Inc. 
C.G. 
N.T. 
Ine. 
Inc. 
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Managers of the Fund 


EATON & HOWARD 


INCORPORATED 
Established 1924 
BOSTON 


24 FEDERAL STREET 
Boston 10 


SAN FRANCISCO 


NEW YORK * CHICAGO 
MINNEAPOLIS * LOS ANGELES 
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7 
| 1 2 3 4 5 6 7 8 9 10 
a | PORTFOLIO PRINCIPAL PERFORMANCE INCOME 
[ ‘ é POLICY Base (100) : Bid Price 6/30/50 PR 
or detailed explanation as to ei 
| | selection and interpretation of % common stocks, Current Dividend % on 
data see July 1959 issue, p. 690. Denies senate: Canoes th 12/31/59 aay 
| preferred stocks 6/30/50 to Bid& Bid |—~— Aa 
Pre-War 12/31/59 Cap. only| Last 5-Yr. 
Recent 5-Yr.range | 12/30/39 Low High Distr. 12 Mos. Avg. 
BALANCED FUNDS 72.3 95.6 201.7 197.8 158.9 3.02 3.29 
1 American Business Shares — 56.2 56.6 48.6 74.2 97.5 150.0 150.0 107.0 8.31 3.49 1 
2 Aee-onanton Fund “A” 51.2 644 49.4 63.1 96.3 206.0 199.1 187.4 2.36 2.64 2 
3 Axe-Houghton Fund “B” 75.6 Tick 67.7 55.5 95.9 215.5 213.7 168.1 2.55 2.97 3 
) Pigg Se a a eT ee 63.4 78.6 56.5 69.4 95.5 211.6 209.2 167.7 2.74 2.80 4 
: 5 Commonwealth Investment Co. Zoe a ri 68.0 76.1 67.0 57.6 84.0 208.3 203.4 168.1 2.69 3.00 5 
6 Diversified Investment Fund, Inc. _.-- 70.7 743 65.8 — 88.0 212.2 205.9 162.9 3.28 3.938 6 
i 7 Eaton & Howard Balanced Fund _....-_-_»_»_»_ 63.9 70.9 59.9 67.0 96.3 203.4 199.1 168.1 2.85 2.92 7 
8 Fully Administered Fund (Group Securities) 76.2 78.9 68.3 87.0 96.4 168.8 159.6 129.0 3.49 3.70 8 
9 General Investors Trust ——___ cco ; 56.9 81.9 56.9 91.7 97.2 203.0 | 196.6 144.7 352 367 9 
10 Investors Mutual ” ae 69.8 71.6 63.6 — 96.3 195.2 | 191.5 171.3 | 3.08 3.48 10 
11 Johnston Mutual Fund ee 77.3 79.9 56.4 — 96.6 231.1 231.1 192.1 2.50 3.038 11 
) 12 Massachusetts Life Fund = mura 65.6 69.2 59.5 — 97.2 184.4 178.7 161.4 2.94 3.08 12 
13 National Securities—Income series 87.6 91.8 82.0 — 96.8 188.3 182.3 151.3 414 4.77 18 
) | 14 Nation-Wide Securities —._____>_>___.___ 57.6 62.1 54.5 82.3 97.2 178.9 173.6 140.3 3.23 3.48 14 
15 George Putnam Fund - a 69.9 74.0 66.3 83.5 97.5 227.2 226.6 183.2 2.71 3.03 15 
16 Scudder Stevens & Clark Balanced Fund pera: 2 62.9 67.3 56.7 74.6 97.3 187.6 182.8 147.5 2.82 3.05 16 
17 Shareholders Trust of Boston __.. bata Lah 57.5 78.9 517.5 — 96.3 216.8 214.5 160.4 8.49 3.59 17 
18 Stein Roe & Farnham Balanced Fund _ eer - 58.8 64.7 50.5 — 96.8 241.3 241.3 209.7 2.48 2.67 18 
19 Wellington Fund _. oe 58.0 68.5 58.0 70.9 97.3 200.4 197.9 159.1 2.95 3.12 19 
20 Whitehall Fund 53.0 60.2 51.0 — 95.8 204.1 198.2 148.8 3.35 3.48 20 
FLEXIBLE FUNDS 73.3 95.8 246.7 241.4 191.8 2.67 3.10 
21 Broad Street Investing Corp. > 86.8 89.6 177.3 65.1 93.7 284.8 275.5 228.3 3.10 3.51 21 
22 Delaware Fund = 92.22 95.5 84.3 69.3 95.3 242.8 239.8 172.9 2.24 2.97 22 
23 Dreyfus Fund 82.5 99.9 52.7 — 96.6 387.5 384.7 330.0 194 201 38 
24 Fidelity Fund ___ " 95.1 97.7 86.0 — 95.4 302.4 293.2 250.5 2.51 3.20 23 
25 Institutional Foundation Fund 84.2 88.5 82.0 — 95.5 238.0 233.4 175.7 3.32 3.738 25 
06 Beckerbocker Pune. 94.4 94.4 63.0 101.0 96.4 194.6 190.0 134.6 2.12 3.44 26 
27 Loomis-Sayles Mutual Fund — 57.4 60.1 49.5 60.5 96.6 186.7 183.5 133.8 2.94 3.00 27 
28 Mutual Investment Fund ___. FEL VOM RAC BEEN 82.2 84.0 55.8 74.6 95.7 184.3 177.4 184.2 2.70 2.89 28 
= how tae’ Fat TET FT. 60.1 66.8 56.2 78.4 97.2 176.5 172.8 133.8 3.20 3.55 29 
30 Selected American Shares — 938.5 97.6 81.1 74.0 94.3 257.7 252.0 184.3 2.47 2.98 30 
Bl Sowemenen Tevestems 91.3 97.7 91.3 98.3 98.2 284.6 274.2 249.4 3.02 3.60 31 
32 State Street Investment Corp. —— 92.9 92.9 81.2 56.8 95.3 219.5 215.1 137.8 2.21 2.48 32 
33 Wall Street Investing Corp. —.---.--... 88.0 88.2 177.9 — 96.1 259.7 256.0 234.7 2.66 2.93 33 
34 Wisconsin Fund, Inc. —..--__ 94.3 98.6 77.4 54.8 95.4 234.0 231.9 185.6 2.40 3.10 34 
COMMON STOCK FUNDS 65.3 94.7 309.4 304.4 244.7 2.34 2.85 
35 Affiliated Fund* 88.0 97.5 84.5 61.0 93.6 238.8 236.2 176.3 2.69 3.36 35 
36 Bullock Fund _._......._ Bh dened i Bs hy a gee a 80.2 88.5 76.7 68.0 94.6 277.7 2715 2az 2.44 2.75 36 
37 Dividend Shares 85.2 86.6 81.4 73.5 93.6 243.2 240.9 194.4 2.68 2.99 37 
38 Eaton & Howard Stock Fund : 84.3 92.1 78.3 62.2 95.2 311.0 307.8 270.6 2.15 2.40 38 
39 Fundamental Investors 98.4 99.2 96.7 54.5 94.4 307.8 298.7 252.2 217 227 39 
a 40 Group Securities—Common Stock _ 98.0 99.1 90.4 — 95.1 245.8 233.7 185.6 3.58 4.38 40 
41 Incorporated Investors ee 95.7 98.2 89.0 59.8 96.6 326.8 322.4 259.0 1.73 2383 41 
— 42 Investment Company of America — rae 86.4 95.5 17.6 64.1 94.1 302.6 302.2 215.1 2.14 2.50 42 
43 Keystone Growth Common (S-3) ___-.. 97.0 99.0 91.0 71.7 97.4 356.6 348.5 234.4 161 2.32 48 
2D 44 Massachusetts Investors Growth Stock Fund —_— 92.9 99.3 92.9 69.6 94.7 386.9 384.4 324.6 139 1.77 44 
45 Massachusetts Investors Trust 98.4 99.3 97.3 76.6 95.3 332.6 325.3 296.0 2.68 3.20 45 
46 National Investors —_- ‘ 96.4 99.3 96.4 57.6 92.7 356.9 855.4 278.6 171 221 4 
47 National Securities—Stock Series Bee Se : 98.6 98.9 93.9 — 93.6 247.0 237.7 188.8 8.56 4.45 47 
48 T. Rowe Price Growth Stock Fund = 789 02:55 722 — 946 429.7 429.7 357.5 199 = §6=2:41 ‘48 
49 Scudder Stevens & Clark Common Stock Fund__ 96.2 99.2 91.6 — 94.5 308.5 305.4 254.7 2.25 2.68 49 
50 United Income Fund ns 90.1 98.4 90.1 — 95.4 278.38 270.9 223.3 2.86 3.37 50 
500 STOCK INDEX (Standard and Poor’s)® _____ — — — 70.7 9438 38482 338.6 — -- + 
CONSUMERS PRICE INDEX (B.L.S.)2 __.__ — — — 58.5 100.0 123.4 — — — — 
“a q n—Adjusted to June 30, 1959 base; *—-Leverage operated until 2nd quarter 1950; Italics indicate ex-div. or high or low price reached during current month. 
mci COPYRIGHT 1960 BY HENRY ANSBACHER LONG 
ATES | January 1960 47 














ON THE ENERGY FRONT... 





HE PROGRESS AND PROSPERITY OF 

America has long been directly re- 
lated to our use of energy. Yet, like 
many basic truths, this mutuality has 
only recently been widely accepted. Un- 
like petroleum and electric power, which 
have grown at a steady pace over the 
years, the gas industry has experienced 
spectacular advances in the very recent 
past. In 1949, although enjoying the 
impact of a post-war boom, it was serv- 
ing only 23 million customers with an- 
nual sales of 36 billion therms and rev- 
enues of less than $2 billion, and plant 
investment of about $7 billion. 

At the end of 1959, there were over 
32 million customers, with sales of 87 
billion therms, revenues exceeding $5 
billion, and plant investment of $19.7 
billion. These gains, however, will be 
overshadowed in the next decade. Be- 
tween now and the end of 1970, cus- 
tomers will increase at an average rate 
of more than one million annually to 
approximately 45 million. Sales and rev- 
enues will double, based on four prin- 
cipal factors: 


1. Tremendous growth in population 

2. Growing energy requirements to 
support a steadily-rising standard 
of living 

3. Increasing popularity of gas 

4. Confidence that adequate supplies 
will be available 


The annual rate of growth for gas 
sales in recent years has been four to 
five times the rate of population in- 
crease. In this age of growing mechani- 
zation and automation, domestic energy 
demands would mount rapidly, even 
were the population to remain constant. 
New appliances, new commercial appli- 
cations, and new industrial processes call 
for more natural gas and other fuels. As 
machines continue to replace muscle 
power and as people raise their standard 
of living, total energy needs will in- 
crease nearly 30% in the next decade, 
with the demand for gas expected to 


double. 
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WISTER H. LIGON* 


President, American Gas Association and President, Nashville Gas Company 


NATURAL GAS FACES LARGE GROWTH 
IN SERVING EXPANDING ENERGY DEMAND 


*Guest of Columnist Robert Resor 


In filling an increasingly important 
energy role, gas will be following a 
trend apparent in the past three decades. 
In 1928, gas provided a mere 7.6% of 
all energy, while coal accounted for 
65.8%, oil 22.9%, and water power 
3.7%. Gas more than quadrupled its 
share in the next 30 years, climbing to 
30.7% in 1958 vs. coal’s 28.4%, oil’s 
36.6% and water power’s 3.9%. 

On a per capita basis, natural gas 
consumption in 1958 amounted to 63 
million Btu, 414 times the 1928 usage. 


How Much Gas? 


As for future supply, the outlook for 
adequate reserves is bright. Although no 
one can tell just how natural gas re- 
mains to be produced, the most recent 
report of the A.G.A. Committee on Re- 
serves estimated proved recoverable re- 
serves of 254.1 trillion cubic feet, a net 
gain of 7.6 trillion even though net pro- 
duction for the previous year was a 
record 11.5 trillion. During the past 
four years gross additions to proved re- 
serves have aggregated 86.0 trillion 





cubic feet, nearly twice as much as net 
production in the same period. 

One question frequently posed to the 
industry: at the present rate of produc- 
tion, how long will proved reserves last? 
It might seem that the answer could be 
produced by simple arithmetic—divid- 
ing reserves by annual consumption. 
Such an answer, however, would not be 
accurate because additions to reserves 
have been constantly increasing. 

To this point we have been consider- 
ing only proved reserves in the United 
States excluding the important reserves 
of Canada and Mexico, which will be 
available for export to this country. 

Furthermore, ultimate reserves in the 
U. S. have been variously estimated at 
anywhere from 1,000 to 1,700 trillion 
cubic feet. In charting outlook for fu- 
ture supply, A.G.A. regards 1,400 tril- 
lion feet as a conservative estimate. 

In addition to North America, there 
are still other large supplies in South 
America, the Middle East, and Africa, 
apparently far in excess of all present 
and future needs in those areas. 











Photo courtesy of American Gas Association 


Gas pipline is coated with a tar-base substance and wrapped with stiff paper to protect it 
against natural corrosion, as it is laid. 
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New Methods and Sources 


The development of ocean-going 
tankers to transport liquefied natural 
gas economically is an intriguing project 
now being given wide attention. It is 
conceivable that ocean-going vessels 
might one day carry liquefied natural 
gas to world markets. 

Other rich sources of gas exist in 
vast deposits of coal and oil shale. From 
these, at moderate cost and by methods 
already proven, high-quality synthetic 
gas can be made in unlimited quantities. 

The synthetic gas of the future, unlike 
much of manufactured coal and oil gas 
of the past, will be practically indis- 
tinguishable from natural gas. 

Most of the “manufactured” gas, 
widely used before the advent of pipe- 
lines and still very useful for peak load 
sharing, is a somewhat variable mixture 
of methane and other gases. It generally 
contains fewer Btu’s than natural gas, 
which is nearly all methane. 

By contrast, synthetic gas from coal 
or oil shale by new processes is, like 
natural gas, nearly straight methane. 
Therefore, like natural gas, it is “high 
Btu” (around 1000 Btu per cubic foot), 
non-toxic, lighter than air, with all the 
other desirable characteristics which 
make natural gas the ideal fuel. For this 


reason, it often is re- 
ferred to as “synthetic 
natural gas.’ The 
processes for synthe- 
tic gas improve on 
older methods prin- 
cipally by converting 
more of the raw ma- 
terial into methane. 

A “synthesis gas- 
methanation” proc- 
ess, for example, em- 
ploys catalytic agents 
to recombine hydro- 
gen and carbon mon- 
oxide from coal gas 
into additional meth- 
ane, plus carbon di- 
oxide, which is re- — 
moved. A “hydrogenation” process em- 
ploys high-temperature direct reaction 
of oil shale or coal with added quanti- 
ties of hydrogen, to produce a straight- 
methane synthetic gas. Continuing in- 
tensive research is expected to develop 
still other improved methods. 

Again in contrast to the older 
manufactured gas made in small local 
plants, synthetic gas will be made in 
large-scaleworks located at the deposit 
sites. Like huge supplemental gas fields, 
they will be able to fill long-distance 








Photo courtesy of American Gas Association 


Giant gas turbine, similar to aircraft jet engine, powers centrifugal 
compressor that pushes millions of cubic feet of gas daily through 


a long distance pipeline. 


pipelines with practically any desired 
quantity. The main difference will’ be 
that instead of drilling wells, synthetic 
producers will be “mining” for gas! 


An idea of the magnitude of poten- 
tial synthetic gas reserves may be gained 
from the fact that one oil shale deposit 
in the Green River area of Colorado 
could yield more than 10 times as much 
gas as all the presently estimated natural 
gas reserves in the United States! 
Though this is the largest, other rich 
deposits are scattered widely. 
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Coal, which would probably first come 
into use as a synthetic source exists in 
even more inexhaustible quantities than 
oil shale. One of the best things about 
gas from coal is that it can be made 
from plentiful low-grade lignites which 
have had little practical value for other 
uses. The gas industry therefore, rather 
than competing for scarcer high-grade 
coal, will provide a prime new market 
for types of coal which are among our 
most abundant minerals. 

Incidentally, gas and the atomic en- 
ergy industries may also become close 
partners in the future, for atomic re- 
actors may prove an excellent source of 
heat for synthetic gas processes. 


Research Will Widen 
Applications 


People may not think of gas utilities 
or equipment manufacturers as exciting, 
but a new ferment in the minds of gas 
engineers and research scientists may 
produce spectacular developments in the 
field of basic energy. It should be noted, 
too, that an associated reaction is taking 
place in the mind of management, which 
holds the purse strings. 

Although regulated gas companies 
have not been historically prone to make 
large expenditures that could not be im- 
mediately proved directly in the public 
interest, a notable exception is being 
made in the case of research. 

The improved public climate for re- 
search is largely responsible for the 
fresh, bold look at such projects. What 








NATURAL GAS RESERVES 


AND PRODUCTION IN THE U.S. 


(IN TRILLION CUBIC FEET ) 
( ANNUAL 


W/ PRODUCTION 
3.3 69 8.0 86 9.2 9.4 10.1 10.9 11.5 11.4 








ESTIMATED RESERVES 
(AT END OF YEAR) 





SOURCE: AMERICAN GAS ASSOCIATION 











Natural gas reserves in the United States 
advanced to an all-time high of 254.1 trillion 
cubic feet at the start of 1959 to show a net 
gain of 7.6 trillion cubic feet over the previ- 
ous year. While gas production during 1958 
totaled nearly 11.5 trillion cubic feet, addi- 
tional proved recoverable reserves amounted 
to 19 trillion cubic feet. 
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might have been regarded as “boon- 
doogling” only 20 or 30 years ago in 
any industry, today is regarded as per- 
haps essential to national survival. 

Research in gas technology and in gas 
as basic energy has received tremendous 
impetus in recent months, with plans to 
treble expenditures in the next five years. 
The American Gas Association is in- 
creasing its 1960 budget 40% to a 
record level of $2.5 million and by 1965, 
it will be putting at least $6 million a 
year into research, The industry as a 
whole, including manufacturers and in- 
dividual utility companies, currently is 
spending $5 million for research and 
expects to exceed $14 million a year by 
1965. 

Already emerging from research are, 
in addition to progress on synthetic gas, 
two significant projects which involve 
conversion of gas to electric power. In 
the “thermo-electric” method, electric 
current is generated when one terminal 
of a thermocouple (a junction of two 
dissimilar metals) is heated by a gas 
flame. The gas thermo-electric genera- 
tor can be a compact unit particularly 
suited to small installations, although it 
is possible to scale such units to almost 
any size. A self-powered furnace fan, 
operated on current generated thermo- 
electrically by gas heat from the furnace 
itself, has already been demonstrated in 
laboratory prototype models. 

The second device for generating elec- 
tricity from gas is the fuel cell which in- 
volves production of current from a 
chemical reaction in which gas is a 
principal ingredient. The startling efh- 
ciency of the fuel cell was shown re- 
cently when a tractor, pulling a multiple 
plow, was driven by electricity from fuel 
cells under its hood. Successful develop- 
ment of these projects could alter the 
energy picture to an extent impossible 
to anticipate now. 

Although the changing pattern of 
civilization seems to indicate steadily in- 
creasing use of all forms of economical- 
ly-produced energy, no one is taking it 
for granted. Time and again individual 
industries have lost public favor because 
of economic forces beyond their con- 
trol. 

Economic forces are of prime interest 
to all energy producers because orderly 
development requires long term plan- 
ning and heavy capital investment. En- 
ergy producers, for this reason, are 
more sensitive than most businesses to 
political decisions which warp natural 
economic forces or set up artificial ones. 


Enlightened Regulation Needed 


Most people know that local gas com- 


panies are regulated by a commission 
representing the public. Not so many 
know that long distance pipelines are 
also regulated, and comparatively few 
understand that independent producers 
of natural gas, the several thousand or- 
ganizations that explore and drill, are 
now subject to regulation when they 
sell to interstate pipelines. Utility regu. 
lation, properly applied, serves a valu- 
able public purpose. 

Yet warnings signs are up that regu- 
latory procedures are failing to keep 
pace with the revolutionary develop- 
ment of energy industries, like the 
familiar analogy of a man trying to 
fight with one hand tied behind his back. 
Modern business progress is increasing- 
ly competitive among industries as well 
as within them. The need for logical 
planning, free from threat of capricious 
or uneconomic acts by government, has 
never been more important. 

Members of regulatory bodies have 
themselves become increasingly critical 
of the cumbersome legal machinery they 
are required to operate and which is 
bogging down under the greatly in- 
creased volume of regulatory business. 
The Federal Power Commission is ad- 
mittedly the greatest sufferer in this 
developing situation. Fortune Magazine 
recently took some unkind and hardly 
justified digs at the FPC in its recent 
controversial article: “The Unnatural 
Problem of Natural Gas.” But Fortune 
did conclude with justice that any break- 
down or slowdown of the regulatory 
process served to hinder the orderly 
development of one of our most useful 
and desirable energy sources. 

Personally, I am optimistic that this 
potential roadblock to future energy pro- 
duction will be removed or mitigated. 
There is increasing awareness of the 
problem among members of regulatory 
commissions and legislators that estab- 
lish the procedures under which these 
commissions work. 

The gas industry, with great oppor- 
tunities for growth and service stretch- 
ing far ahead, its excited about its 
present and realistically confident about 
its future. We are certain that natural 
gas has a vast potential of usefulness 
which will contribute importantly to the 
energy needs of our growing economy 
and to higher standards of living and 
progress for all Americans. 


AAA 


e Hugh A. Rogers has been appointed 
Banking Commissioner for Kentucky. He 
was formerly senior vice president of Ft. 
Thomas-Bellevue Bank. 
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IRVING TRUST COMPANY 


NEW YORK 
STATEMENT OF CONDITION, DECEMBER 31, 1959 





























ASSETS 
Cash and Due from Banks .... . $ 510,726,494 
Securities: 
U. S. Government Securities. . . 337,283,019 
Securities Issued or Underwritten 
by U. S. Government Agencies . 28,968,774 
Stock in Federal Reserve Bank . . 3,347,100 
Other Securities. ....... ; 13,075,676 
382,674,569 
Loans: 
Loans Guaranteed or Insured 
by U. S. Government 
or its Agencies. ........ 38,009,857 
Loans Secured by 
U. S. Government Securities . . 21,059,158 
SS 2s ck ee — 876,072,880 
935,141,895 
Mortgages: 
U. S. Government Insured 
F.H.A. Mortgages ....... 16,584,985 
Conventional First Mortgages 
om Real Eetate. ......6-. 335,113 
16,920,098 
Banking Houses and Equipment. . 21,091,092 
Customers’ Liability for 
Acceptances Outstanding 44,313,969 
Accrued Interest and 
CS ee ae ee 9,142,228 
Total Assets. ..... . . « « $1,920,010,345 
LIABILITIES 
ee err rc | 
Federal Funds Purchased ..... 32,000,000 
Taxes and Other Expenses ..... 12,284,322 
Dividend Payable January 2, 1960. . 2,080,800 
Acceptances: Less Amount in 
oe ee ew ea 47,656,208 
a 9,151,450 
Total Liabilities ........ 1,777,129,751 
CAPITAL ACCOUNTS 
Capital Stock (5,202,000 shares—$10 par) 52,020,000 
RN i a Bg Sa ie ik 59,550,000 
Undivided Profits ......... 31,310,594 
Total Capital Accounts. .... 142,880,594 
Total Liabilities and 
Capital Accounts. ....... $1,920,010,345 








U. S. Government Securities pledged to secure deposits of public 
monies and for other purposes required by law 
amounted to $138,452,919 
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HE BoaRD OF GOVERNORS OF THE 

Federal Reserve System has issued 
a new ruling on the matter of fiduciary 
funds which may be set aside by the 
trust department to be held as time de- 
posits in the commercial department. 
In 1950, the Board recognized the 
propriety of this practice in the case 
of uninvested trust funds. It has now 
extended its blessing to the use of unin- 
vested agency or custodian funds in the 
same manner. 

As some banks may not be aware of 
the advantage involved in this _pro- 
cedure it may be desirable to explain it 
in some detail. All uninvested trust and 
agency funds may, of course, be de- 
posited with the commercial department 
of a bank and thus become eligible, like 
any other deposit, for investment for the 
bank’s own account, subject to repay- 
ment when needed by the trust or agency 
account. If such deposits are considered 
demand deposits, then the Federal Re- 
serve requirements will necessitate a re- 
serve of about 20% to be set up in cash 
or on deposit with the Federal Reserve 
Bank so that only 80% of such deposits 
are available as earning assets to the 
bank itself. However, if they can be 
deemed time deposits the reserve re- 
quirement is only 5%. Thus if the bulk 
of such trust and agency deposits can 
be so set up as to require only a 5% 
reserve and only a lesser portion remain 
subject to the higher demand deposit 
requirement, the average amount of such 
deposits available for earnings for the 
bank’s account is likely to run above 
90%. 

As an example, if a bank has $1,000,- 
000 in uninvested trust and agency funds 
and could safely set aside 70% of this 
amount in a time deposit it would only 
have to provide a reserve of 5% or 
$35,000 as to this portion and a reserve 
of 20% or $60,000 against the balance. 
Thus its reserves would amount to 
$95,000 whereas if the deposit were en- 
tirely a time deposit the reserve would 
be $200,000. In view of the current high 


return on Treasury bills this differential 
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can be very helpful. An additional in- 
come item of some $4,500, achieved with 
very little effort, is certainly worth 
while and where the uninvested balances 
are larger they can in many cases prove 
extremely valuable. 


However, this practice cannot be 
adopted in any casual manner. The 
Board of Governors has expressed its 
views as to the broad principles which 
should govern the establishment of such 
time deposits as follows: 


Similarly, in the interests of sound 
trust department administration, it is 
the Board’s view that the amount of 
trust or agency funds placed in any 
such time deposit should be deter- 
mined on a reasonable and conserva- 
tive basis in the light of over-all ex- 
perience with respect to disbursement 
of trust and agency funds and, to the 
extent practicable, in the light of pe- 
riodic reviews of anticipated require- 
ments for the disbursement of such 
funds within the near future. This 
procedure should be such as to give 
a reasonable indication of the prospec- 
tive needs for disbursements of trust 
or agency funds commingled in a time 
deposit. No funds should be placed in 
such a deposit if they might be needed 
for disbursement by the trust depart- 
ment within the ensuing 30 days or 
such other period as may be specified 
in the time deposit agreement; and in 
no event should the amount of the de- 
posit be determined arbitrarily and 
without consideration of probable fu- 
ture requirements for their disburse- 
ment. 


This, of course, does not establish any 
exact standards, which is probably just 
as well as conditions may vary consider- 
ably among different banks. Therefore 
each bank which desires to adopt this 
procedure should establish its own pol- 
icy and work out a formula which 
should have the approval of its Board 
of Directors. No bank can possibly take 
the risk of setting up time deposits for 
fixed periods and then find that the 
funds are required by the trust or 
agency accounts in advance of the ma- 
turity of the deposit. One way of safe- 
guarding against this possibility is to 
establish a whole series of such time 


UNINVESTED TRUST FUNDS AS TIME DEPOSITS 


deposits with their maturities so stag- 
gered that there will be a maturity 
every few days. And no such deposits 
should be for a longer period than the 
minimum requirement of 30 days. Vari- 
ous formulae have been worked out by 
various banks which have stood the test 
of experience. If any reader would like 
to be given the details as to a policy 
along these lines the writer will be glad 
to furnish him with an example. 


This new ruling, which will probably 
be published in an early issue of the 
Federal Reserve Bulletin, supersedes the 
earlier ruling on the same subject which 
appeared in the January 1950 Bulletin 
at page 44. 


TRUST MEN AS CHIEF EXECU- 
TIVE OFFICERS OF BANKS 


With the thought that it might be of 
interest to ascertain to what extent men 
trained in the trust departments of banks 
have risen to be the chief executive offi- 
cer, whether chairman of the board or 
president, TRUsTs AND ESTATES sent a 
letter to the 100 largest banks in the 
country asking this question. Of 69 re- 
plies 54 answered “no.” Of the remain- 
ing 15 it was found that there were 9 
presidents and 7 chairmen who had 
come up through the trust department. 
The Old Colony Trust Company of Bos- 
ton and the St. Louis Union Trust Com- 
pany of St. Louis were in a special cate- 
gory since both are exclusively trust 
companies. 


These statistics may not prove any- 
thing much but they are at least inter- 
esting when compared with one’s per- 
sonal recollection of the situation 30 
years or so ago when it was practically 
unheard of for the head of a trust de- 
partment to move up any further. Per- 
haps a more interesting statistic is that 
of the 21 most recent presidents of the 
Trust Division of the American Bankers 
Association (including the current vice 
president) eight were, at the time of 
their election or later became, the chief 
executive officer of their banks. As a 
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natter of interest their names and banks 
ire: 

Richard G. Stockton, Wachovia Bank 
& Trust Co., Winston-Salem 

Samuel C. Waugh, First Trust Co., 
Lincoln, Neb. (now president of the 
Export-Import Bank) 

Evans Woollen, Jr..* American 
Fletcher National Bank & Trust Co., In- 
dianapolis 

John W. Remington,* Lincoln Roches- 
ter (N. Y.) Trust Co. 

Raymond H. Trott, Rhode Island Hos- 
pital Trust Co., Providence 

Richard P. Chapman, Merchants Na- 
tional Bank, Boston 

Walter Kennedy, First National Bank, 
Montgomery, Ala. 

Robert R. Duncan, Harvard Trust Co., 
Cambridge (curently vice president of 
Trust Division). 


Furthermore the immediate past presi- 
dent of the American Bankers Associa- 
tion, Lee P. Miller, is president of the 
Citizens Fidelity Bank & Trust Co. of 
Louisville, Ky., and for years has been 
a prominent leader in all matters relat- 
ing to the taxation of fiduciaries. 

There can be little doubt that in these 
days a career in the trust department of 
a bank, far from being any hindrance 
to reaching the top echelon, may very 
well be one of the best ways to arrive 
there. 


A DIRECTION TO SPECULATE 


A trust officer of a large midwestern 
bank has sent in an excerpt from a will 
recently filed with the bank which con- 
tains about the most drastic investment 
instructions to a trustee that the writer 
has ever seen. The clause reads: 


The remainder of my estate shall 
be held in trust for my sons A and B. 
When A attains the age of 21 one- 
half of the trust shall be distributed 
to him and the remainder shall be dis- 
tributed to B when he attains the 
age of 21. I direct that all of the 
principal of this trust shall be rein- 
vested in securities of existing or new 
companies offering great potential for 
capital gain. I am not interested in 
investment safety since I believe that 
they are both amply protected in that 
respect in existing trusts. Aside from 
that, I imagine that it will give the 
trustee a great deal of pleasure to 
take a “flyer” for a change. 


The saving grace, of course, is the 
existence of other trusts adequate to pro- 
tect the two sons. At the same time, how 
many trustees would really enjoy taking 
a “flyer”? They would be put in an 
extremely difficult position if they should 





*Later became president of American Bankers 
Assn. 
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lose the bulk of the fund, irrespective 
of the exoneration implicit in the di- 
rection. Besides, investment thinking and 
experience along speculative lines are 
foreign to the ingrained conservative at- 
titude of most men who are trust offi- 
cers, 

A similar but less difficult case comes 
to mind. A father left his estate with 
one New York bank, limiting invest- 
ments to “legals.” The mother left her 
estate, which was about a quarter as 
large as her husband’s, to my bank, giv- 
ing the trustee full investment discre- 
tion. The remainder interests were 
identical. The husband of the daugher- 
beneficiary of both trusts came to us 
(before 1950) and asked why it would 
not be possible for us to invest our 
trust wholly in common stocks since the 
other trust had to be invested only in 
bonds. This seemed entirely appropriate 
and the action was approved by our 
directors’ committee. We made our de- 
cision known to the other bank and for 
many years the beneficiary had a well 
balanced portfolio, considering both 
trusts as one. This made sense but our 
investments in stocks were obviously not 
speculative. 


TRUST DEPARTMENT MANUAL 


In last October’s issue a small notice 


was printed in this column briefly de- 
scribing the trust department manual 
of the Trust Division of the New York 
State Bankers Association. Well over 100 
banks wrote to the Association for copies 
with the result that the manual soon was 
out of print. A new printing has now 
been received so that if any additional 
banks are interested they can obtain 
copies at $3.00 from the Division at 405 
Lexington Ave., New York 17. 


x &éA -& 
ADDITIONS TO TRUST MANUAL 
The third addition to the Trust Man- 


ual of the Florida Bankers Association 
Trust Division has been sent to member 
trust departments. It comprises chap- 
ters on: Internal Audit Control of Trust 
Departments; First Supplementary 
Memo on Social Security Claims; 
Preservation and Destruction of Trust 
Department Records; Federal and New 
York Stock Transfer Taxes; Redeem- 
ing U. S. Government Savings Bonds; 
Errors and Omissions Insurance Policy. 

The Manual was prepared originally 
in 1957 by the FBA Trust Operations 
Committee. Previous additional chapters 
were provided in July 1958 and May 
1959. The current addition contains also 
a complete table of contents to date with 
proposed pagination, 
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ARLY IN DECEMBER IsIDORE Goop- 

man, Chief of the Pension Trust 
Branch of the Internal Revenue Service, 
addressed the American Pension Con- 
ference on the tax effects of reorganiza- 
tions on pension and _ profit-sharing 
plans. His talk, destined to be a refer- 
ence work on the subject for some time 
to come, was divided into five parts: 
(1) Long-term capital gains, (2) Con- 
structive receipt, (3) Deductions for em- 
ployer contributions, (4) Terminations 
and curtailments, and (5) continued 
qualification. 

We were particularly impressed by 
the statement of principles governing 
the grant of long-term capital gains tax 
treatment to total distributions of an 
employee’s interest from a qualified pen- 
sion or profit-sharing plan under Sec. 
402(a)(2) of the Internal Revenue 
Code. As Mr. Goodman emphasized the 
key requirement is that the distribution 
should have been made “on account of 
the employee’s death or other separation 
from service,” and the interpretation of 
this clause been the subject of a fair 
amount of litigation. 

For example, where employees remain 
in the employment of a successor cor- 
poration which continues the plan of a 
predecessor any “termination of plan” 
benefits are not on account of severance 
of the employee and the capital gains 
treatment is not applicable. A similar 
situation exists where a subsidiary, ac- 
quired by another company, withdraws 
from the plan of the previous parent 
company: no separation from service 
is involved. It is further noted that the 
severance from employment must be 
complete and final so that even the ren- 
dering of part-time services without com- 
pensation prevents the application of 
capital gains tax rates. 

On the other hand the termination of 
a plan and complete distribution of its 
assets on account of the scale of the 
employer’s business may result in capi- 
tal gains treatment even though the em- 
ployees may continue in the same jobs 
under a different employer who chooses 
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to operate his business under the old 
name. “The mere fact that the plan is 
terminated does not necessarily mean 
that the distribution was made as a re- 
sult of such termination and not on ac- 
count of separation from the service.” 
There is a similar situation when a di- 
vision of a corporation is sold and the 
employees are transferred to a new em- 
ployer. Total distributions, made in one 
taxable year of the distributions, are re- 
garded as being on account of a separa- 
tion from the (original) employer’s serv- 
ice. This also applies when the sale is 
in the form of a reorganization and 
merger of two unrelated corporations 
involving a tax-free exchange of stock 
for stock under Secs. 354(a) and 368 
(a) (1) of the Code. 

Mr. Goodman’s comments on _ the 
other four topics were less detailed. He 
pointed out that “if it is possible for 
employees to obtain any of the funds 
[transferred from one funding medium 
to another as the result of a sale or 
merger], they are deemed to be in con- 
structive receipt thereof and subject to 
tax thereon” — at the full rate. The 
point here is that the employee is tax- 
able whether or not he actually receives 
his share of the funds in cash. But the 
doctrine of constructive receipt does not 
hold with respect to that part of the 
employee’s interest that is made avail- 
able to him subject to “substantial” con- 
ditions or restrictions. 


On the subject of the tax-deductibility 
of employer’s contributions in the case 
of reorganizations Mr. Goodman ob- 
served that an employee’s service with 
a predecessor company may count to- 
wards the pension the successor com- 
pany will pay him under a new plan. 
However, no duplication of benefits is 
allowed, and the pension actually paid 
by the successor corporation must repre- 
sent compensation for services actually 
rendered to that corporation. This is 
why large past service credits with a 
predecessor may be questioned from the 
viewpoint of their tax-deductibility to 
the successor. 


TAX EFFECTS OF MERGERS ON PENSION PLANS 





With regard to terminations of quali- 
fied plans the very fact of reorganiza- 
tion is recognized as a valid “business 
reason” for such termination. The only 
question will be whether the termination 
results in discriminatory treatment of 
officers and other highly compensated 
employees. 

Finally, Mr. Goodman referred to the 
possibility that a qualified pension or 
profit-sharing plan might not be able to 
maintain its qualified status after a re- 
organization. However the continuance 
of an “old” qualified plan for what be- 
comes, under a merger, a branch or de- 
partment of the reorganized corporation 
is possible, provided discrimination in 
favor of the highly-paid does not arise 
thereby. 

The foregoing is obviously only a 
short summary of what we thought were 
the more interesting parts of Mr. Good- 
man’s address. Reference to the original 
(reprinted in both Commerce Clearing 
House’s and Prentice-Hall’s pension 
services) should be made for clarifica- 
tion of many of the more subtle points 
involved. 


Cost of “Cash Option” 
In Lieu of Pension 


It requires a surprisingly large num- 
ber of deaths before one can be reason- 
ably sure that a suspected mortality dif- 
ferential exists. For example, if we be- 
lieve that the mortality of a certain 
group of pensioners is only about 95% 
of that of another co-eval group we 
must observe nearly 5,000 deaths in each 
of the groups before we can be 80% 
certain that the two groups do not, in 
fact, have the same mortality.* If, how- 
ever, we suspect that the mortality of 
the first group is only 90% of that of 
the second the number of deaths re- 
quired in each group falls to a little 
over 2,000. 

These figures show how difficult it is 


*See Table C in H. L. Seal’s “A statistical 
review of the evidence for the existence of tem- 
porary selection,” Jour. Inst. Actu. 85, 1959, 
165-210. 
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to “prove” that a suspected mortality 
differential really exists. Quite recently 
we were talking to a client who had 
been advised that a “cash option in lieu 
of pension,” exercised by the employee 
at the time of retirement, would add sub- 
stantially to the employer’s real — as 
opposed to “calculated” (incorrectly ) — 
pension costs. At first blush this seems 
a reasonably contention. The option io 
take cash will “always” be exercised by 
employees who are chronically sick, and 
very frequently by employees who 
(rightly?) feel their life expectancies 
are less than average. In this way, it is 
claimed, the employees who actually 
elect to receive a pension will be a 
“super select” group who will live for- 
ever. 

The answers that, in the instant pen- 
sion plan disability pensions had to be 
taken as annuities (i.e., no cash option 
was available) and that the Pension 
Committee could refuse a cash option to 
an employee known to be in poor health, 
were not regarded as having much 
weight in comparison with the argu- 
ments advanced above. 

It is, however, very difficult to find 
statistics either for or against the hypo- 
thesis of “adverse selection” against the 
trust by the cash optants. The only com- 
parable statistics that come to mind are 
those pertaining to life income settle- 
ments arising from death claims under 
life insurance policies. Two groups of 
annuitants are distinguished, namely (i) 
individuals required by the policy owner 
to receive the sum insured in the form 
of an annuity, and (ii) individuals who 
themselves elected to receive the sum 
insured in this form instead of in cash. 

Unfortunately the published mortality 
data for policy annniversaries between 
1950 and 1955* refer to all such elec- 
tions by nonpayee or by payee, respec- 
tively, instead of to elections made prin- 
cipally after age 60 as would be the case 


*Trans. Soc. Actu. 1956 Reports No., pp. 37-109. 








Comparative Mortality Rates 
Ages 60-69 Ages 70-79 
Annual Annual 
No. of death rate No. of death rate 
deaths per 1000 deaths per 1000 
Males 
Payee elections 28 19.3 56 61.3 
Nonpayee elections 52 32.1 49 78.0 
Females 
Payee elections _ 1245 12.6 1969 32.6 
Nonpayee elections 944 13.5 1510 37.5 








in pension plans. This means that when 
we compare the mortality at ages 70-79, 
for example, we are including deaths — 
though probably very few — among in- 
dividuals whose “election” was made 
anytime up to 30 or 40 years ago. 
Nevertheless, for what they are worth, 
we show herewith the comparative mor- 
tality rates for the two different types 
of elections. The male deaths are so 
few that the apparent mortality margin 
in favor of the payee elections could 
easily be due to Chance. However the 
10-15% differential in the case of the 
females is more worthy of attention. 
But it should be remembered that dis- 
ability and death-bed cases will pre- 
sumably have been eliminated entirely 
from the payee elections and, to this ex- 
tent at least, the data are not compar- 
able with the situation in a pension plan 
allowing a “cash option” with the con- 
sent of the Pension Committee. Remem- 
ber too that even healthy, highly-paid 
employees may choose cash in lieu of 
pension because of the capital-gains tax 
advantages. 

If it were conceded that the mortality 
of employees not choosing the “cash op- 
tion” on retirement could be as much 
as 10% lower than that of employees 
not given such an option, than the aver- 
age life expectancy at age 65 would be 
increased by about one year with a cor- 
responding increase of about 10% in 
the costs of a pension plan. It would, of 
course, be up to the individual employee 
to decide whether this “benefit” would 
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improve his pension plan to the extent 
of the costs involved. 


British View of Future 
Mortality Improvements 


The actuary working in the pension 
and annuity field is a chronic optimist 
about likely improvements in future 
mortality. Not so Sir John Charles, Chief 
Medical Officer of Health in the British 
Ministry of Health, who, in his 1958 Re- 
port just published, says that can- 
cer and the degenerative diseases of the 
circulatory system are presently pre- 
venting any appreciable improvement in 
the present expectation of life. 


aR A Bo 


e Reinhard J. Bardeck, Connecticut’s 
Deputy Commissioner of Banks, has been 
named to represent the National Associa- 
tion of Supervisors of State Banks as 
liaison with the A.B.A. Trust Division. 
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Morgan Guaranty 
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Statement of Condition December 31, 1959 

ASSETS 

Cash and due from banks > £€ 2 °s % « <a 7 
$39.949.330 
220,363,245 
19,507.54 1 

?.259.924.349 


143,989,277 


U. S. Government obligations 

State, municipal and public securities 
Other securities 

Loans 


Accrued interest, accounts receivable, ete. . 


Customers’ acceptance liability 18.834.645 
Stock of Federal Reserve Bank 12.750.000 
Investment in subsidiary companies 8.320.495 


Bank premises . 23.980.276 
$4,109.799.585 


LIABILITIES 


Deposits $3.362.998.235 
Reserve for expenses and taxes 30,218,079 
Liability on acceptances 54.083. 194 
Regular dividend payable in January 6.032.000 
Extra dividend payable in January 6.032.000 
Other liabilities ae ae S232 1067 
Capital— 7.540.000 shares —-$25 par . $188.500,000 

Surplus 236,500,000 


Undivided profits 9?.709.010 





Total capital funds . 517.709,010 


$4,109,799,585 


Assels carried at $277,219,023 in the above slatement are pledged to qualify for 


fiductary powers, lo secure public monies as required by law, and for other purposes. 
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TRUST PERSONNEL CHANGES 


ALABAMA 


BIRMINGHAM—A. Key Foster, vice president and trust 
officer of the First NATIONAL BANK, retired January 1 to 
resume the practice of law, with offices in the First National 
Building, specializing in estate planning, testamentary and 
trust law. Mr. Foster began his banking career in 1925 
after having practiced law. He received his A.B. at the 
University of Alabama and his law degree from Harvard. 
He is a past president of the Alabama Bankers Association. 

Promoted to trust officer were Howard L. Underwood, 
Gilbert B. Hollingsworth, Jr., and Harold F. Miller, Jr. 
Underwood has specialized in employee benefit plans. Holl- 
ingsworth worked for the Bureau of Business Research and 
a local insurance agency before joining First National in 
1954. Miller joined the First National in 1955 in the invest- 
ment division. 


ARIZONA 


PHOENIX and TUCSON—George F. German has been ad- 
vanced to vice president by the BANK oF DOUGLAS and will 
continue as the bank’s trust officer at Phoenix. German estab- 
lished the trust department in 1955 and later established 
the Tucson trust office. He was graduated from Colgate 
University and attended the University of California at 
Los Angeles. Robert S. Elliott was advanced to trust officer 
at Tucson. A graduate of George Washington University 
Law School, Elliott joined the bank in 1958, coming from 
Phoenix where he was with the Phoenix Title & Trust Co. 





KENNETH I. Topp 
Phoenix 


GEORGE F. GERMAN 
Phoenix 


R. S. ELLIOTT 
Tucson 


PHOENIX—VALLEY NATIONAL BANK has advanced Kenneth 
I. Todd to vice president in the trust department. Todd spent 
10 years with a New York investment firm before military 
service in World War II. He joined the bank in 1952. B. R. 
Van Buskirk was advanced to assistant trust officer and 
manager of real estate division. Earl H. Brunken, formerly 
a trust officer, has been appointed a deputy comptroller. 


CALIFORNIA 
LOS ANGELES—Gildardo V. Rico has been named assistant 
trust real estate officer by SECURITY-FIRST NATIONAL BANK. 
SAN FRANCISCO—James E. Wynne has been advanced to 
trust officer by the BANK OF CALIFORNIA. He is operations 
officer for the head office trust section, and began his 
banking career in 1940 in Pittsburgh. 


SAN FRANCISCO—Edmond F. Lassalle has been named 
assistant trust officer by First WESTERN BANK & TRUST Co. 
Lassalle had been active in the real estate and insurance 
fields for 12 years before joining First Western in 1956. 
OXNARD—Bank oF A. Levy, INc. has named D. H. Allen 
trust officer of its new trust department. 


CONNECTICUT 


HARTFORD—John B. Bolles, vice president and trust officer, 
retired on December 31 after 36 years of service with 
HARTFORD NATIONAL BANK & Trust Co. and its predecessor, 
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Travelers Bank & Trust Co. He is a past president of Hart- 
ford Life Insurance and Trust Council and the Corporate 
Fiduciaries Association of Hartford. 


NEW HAVEN—William G. Cleaver, senior vice president 
in charge of the trust department, retired December 31, 
following 37 years of service at First NEw HAVEN NATIONAL 
BANK. Donald B. Myers was elected vice president and 





RICHARD L. RICE 


J. Coy REID 


DONALD B. MYERS 


senior trust officer and Richard L. Rice assistant vice presi- 
dent in the trust department. Cleaver is a former chairman 
of.the Connecticut Bankers Association Trust Division and a 
past president of the Connecticut Life Insurance and Trust 
Council, Corporate Fiduciaries Association of New Haven 
and New Haven Chapter, American Institute of Banking. 
Myers joined the trust department in 1937 following ten 
years’ trust experience with the New York Trust Co. and 
the then Chase National Bank. He received his B.A. from 
Washburn College. Rice, who began in the trust department 
in 1948 after graduation from Yale, will continue trust 
administration duties, He is an alumnus of Rutgers Graduate 
School of Banking. 

Other year-end changes include the retirement of Joseph 
H. Allen as charman of the board and chief executive officer; 
advancement to that post of Abbott H. Davis, and election of 
J. Coy Reid as president. 


NEW HAVEN—At UNIon & NEW HAVEN Trust Co. pro- 
motions to vice president include trust officers Horace W. 
Davis, II, William B. Hall, Richard T. Jones, and Raynham 
Townshend, Jr. New trust officers are C. Bronson Weed and 
Edward G. Williams. Davis and Hall joined the trust com- 
pany in 1947 and are graduates of Yale. Jones came to the 
Union & New Haven in 1921 and is now head of the tax 
division of the trust department. Townshend joined the Com- 
pany in 1937 and is a graduate of Yale. 


STAMFORD—At the NATIONAL BANK & TRUST Co. OF 
FAIRFIELD CoUNTY Lewis F. Jackson has been made trust 
officer, Edgar C. Austen, Jr., and Whitney W. Merrill ap- 
pointed associate trust officers at the Stamford office and 
Stevens L. Frost at the Greenwich office. Robert F. Duguay 
and Leo C. O’Loughlin were advanced to assistant trust offi- 
cers. 


DISTRICT OF COLUMBIA 


WASHINGTON—Albert P. Thompson has been promoted to 
assistant vice president at AMERICAN SECURITY & TRUST Co. 
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FLORIDA i 


FORT MYERS—First NaTIONAL BANK has promoted Alan | 
J. Robertson to vice president and James W. Brothwell to 
assistant vice president and assistant trust officer. 
JACKSONVILLE—E. Jackson Smith has joined BARNETT 
NATIONAL BANK as trust officer. He was formerly with Sim- 
mons National Bank of Pine Bluff, Ark. 

WINTER PARK—George G. Burgeson has been advanced to 
trust officer at the First NATIONAL BANK. 


GEORGIA 


ATLANTA—Edward A. George and Thomas J. Monroe have 
been advanced to trust officers at CITIZENS & SOUTHERN 
NATIONAL BANK. Joe R. Simmons and James C. Hall were 
made assistant trust officers. 


ATLANTA—W. M. Montgomery has been promoted to vice 
president at the TRUST COMPANY OF GEORGIA. Montgomery 
joined the Company in 1949 and is now in charge of the 
business development activities of the trust department. 
He is a former president of the Life Insurance & Trust 
Council of Atlanta. 


ILLINOIS 


CANTON—Russell C. Armstrong has been made vice presi- 
dent and trust officer of the recently established trust de- 
partment of the NATIONAL BANK OF CANTON. He has been 
with the bank since 1933. Glenn B. Wilcoxen is assistant trust 
officer and has been farm manager for the bank for a 
number of years. 

CHAMPAIGN—W. J. Kearney, executive vice president, has 
been placed in charge of the newly established trust depart- 
ment of First NATIONAL BANK. 


CHICAGO—William S. Dillon and John N. Stern have been 
promoted to vice president in the trust department of 
AMERICAN NATIONAL BANK & TrRusT Co. Walter C. Rundin, 
Jr., was advanced to assistant vice president in this depart- 
ment and William A, Ansley and Howard Wittenberg were 
appointed assistant trust officers. 

CHICAGO—Among those retiring at the year-end from 
FIRST NATIONAL BANK are Joseph T. Keckeisen and David 
N. Heslar. Keckeisen entered the trust department in 1922 
and became vice president and secretary in 1952. Heslar 
started as a clerk in the trust department and became head 
of the tax division of the department. He was elected as- 
sistant cashier in 1950. 

Newly elected officers include Donald S. Farley, Jr., and 
Arthur R. Menard, assistant secretaries in the trust depart- 
ment. 

DANVILLE—John H. Willett, vice president and trust 
officer of PALMER AMERICAN NATIONAL BANK, has been pro- 
moted to executive vice president. 


INDIANA 


INDIANAPOLIS—INDIANA NATIONAL BANK has promoted 
George W. Eggleston to vice president and trust officer and 
John H. Kealing to trust officer. Robert M. Stith, Jr. and 
Charles M. Harrison were made assistant trust officers. 





CHARLES D. BROWN 
Las Vegas 


A. W. LUNGERSHAUSEN 
Detroit 


JOSEPH H. WOLFE 
Boston 





PROMOTED AT INDIANA NATIONAL BANK, INDIANAPOLIS 


Seated, left to right: John H. Kealing, trust officer; George W. 

Eggleston, vice president and trust officer; and Robert M. Stith, 

Jr.. assistant trust officer; Standing: Charles M. Harrison, as- 
sistant trust officer. 


Eggleston received his LL.B. from George Washington Uni- 
versity Law School and has been associated with the bank 
since 1945. Kealing is a graduate of Indiana University 
School of Law and started in the trust department in 1953. 
Stith, a graduate of Wabash College, received his law degree 
in 1956 from Indiana University and entered the bank in 
1957. Harrison is a Purdue graduate and was in the invest- 
ment business prior to joining the bank in 1957. 


KANSAS 


SALINA—Alfred L. Burgert has joined the First TRUST 
Co. as vice president and trust officer. He had been a trust 
officer at First State Bank of Pittsburgh, Kan. 


WICHITA—lIn connection with the change of name to FOURTH 
NATIONAL BANK & TrRusT Co. (see announcement p. 62), J. 
W. Shane has been designated vice president and senior trust 
officer and War O. Brooks, G. Robert Gadberry and Earle 
Loveless vice presidents and trust officers. T. V. Campbell 
and Dwight Opplinger were appointed trust administrators. 


MASSACHUSETTS 


BOSTON—At Boston SAFE Deposit & Trust Co. the follow- 
ing advancements in the trust department have been re- 
ported: Laurens MacLure to vice president; Nathan H. Gar- 
rick, Jr., to assistant vice president; Laurence J. Webber 
to trust officer; William H. Trayes, Jr., to assistant trust 
officer; Henry S. Day and Louis M. Rusitzky to associate 
investment officer; Isabelle F. Scriven and John A. Tarbell 
to assistant secretary; and Andrew Leighton to assistant 
trust operations officer. All officers who had investment re- 
sponsibility and formerly were classified as trust officers 
have had their titles changed to “investment officer” to 
clearly identify their function. 


BOSTON—Joseph H. Wolfe, who has for six years been 
deputy manager and secretary of the Trust Division of the 
American Bankers Association, has been appointed vice 
president and trust officer at MERCHANTS NATIONAL BANK. 
Wolfe was educated at the University of Georgia, Emory 
University Law School and University of Michigan Law 
School. Prior to his work for the Trust Division Wolfe had 
practiced law, served on the faculty of three law schools, 
and been executive secretary of the North Carolina Bankers 
Association. 
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BOSTON—At NEw ENGLAND Trust Co. Morris F. Stoddard, 
Jr. has been advanced to assistant vice president, George 
Brett to assistant trust officer, and Francis S. Wilson to 
senior investment analyst. Stoddard is in charge of the 
estates Givision. 

BOSTON—Howard M. Morse has been elected assistant vice 
president at OLD CoLony Trust Co. He has served as real 
estate officer. Other advancements include Robert J. Sullivan 
to senior investment analyst; James E. Manahan, Jr., to 
assistant real estate officer; Frank C. Goodwin to assistant 
secretary; and John R. Pearson, Jr., and C. Eliot Pierce to 
trust representatives. 


BOSTON—SEcOND BANK-STATE STREET TRUST Co. has pro- 
moted Edmund G. Sullivan, Jr., to trust officer and Richard 
A, Leahy, N. Grant MacKinnon and Walter L. Wade to 
assistant trust officers. 


WORCESTER—William F. Bruso and Clement T. Desautels 
have been named assistant trust officers at WORCESTER 
COUNTY NATIONAL BANK. Graduating from Clark University, 
Bruso has been trust administrator since 1955. Desautels 
graduated from Assumpton College and has been with the 
bank since 1953, most recently as supervisor of trust opera- 
tions. 


MICHIGAN 


DETROIT—DEtTrRoIT BANK & TRusT Co. has appointed 
Arnold W. Lungershausen, formerly vice president and trust 
officer, to be vice president; George W. Menold, Alvin W. 
Okuley, and John E. Park to be trust officers; and John 
L. Wilson to be assistant trust officer. 


DETROIT—MANUFACTURERS NATIONAL BANK has 
John E. Danaher assistant trust officer. 

FLINT—GENESEE MERCHANTS BANK & TRUST Co. has ap- 
pointed Donald B. Moore vice president and trust officer, M. 


named 


Harry Piper trust officer, and Mervin Curtis assistant trust 
officer. 


MISSISSIPPI 
KOSCIUSKO—At MERCHANTS & FARMERS BANK John Clif- 


ton Lucas, former vice president, cashier and trust officer, 
has been named executive vice president. 


MISSOURI 


CLAYTON—Robert L. Jordan was elected chairman of the 
board and Robert A. Black president of GUARANTY TRUST 


Co. oF Missouri. Both are retired executives of International 
Shoe Co. 


MONTANA 


BILLINGS—At Security Trust & SAVINGS BANK James W. 
Heath has been promoted to assistant vice president and 
trust officer and Lee L. Hafner to assistant trust officer. 


NEVADA 


LAS VEGAS—Charles Donald Brown has been named vice 
president and trust officer by First NATIONAL BANK OF 
NEVADA. Brown has been in charge of the Las Vegas divi- 
sion of the trust department having transferred there from 
Reno when the division was inaugurated in 1951. He served 
for a time with the U.S. Department of Revenue and has 
a B.A. degree from the University of Nevada. 


NEW HAMPSHIRE 


CONCORD—Ray W. Pert has been named trust officer at 
CONCORD NATIONAL BANK, succeeding John W. Carter, Jr., 
who resigned. Pert will continue as president of the Con- 
cord Savings Bank. 


NEW JERSEY 
HACKENSACK—Albert J. Mayer, who has been assistant 
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trust officer at HACKENSACK TRUST Co., is moving into the 
banking department with the added title of assistant secre- 
tary. He is a past president of the Bergen County Corporate 
Fiduciary Association. 


JERSEY CITY—John G. Hewitt has been elected execu- 
tive vice president of FIRST NATIONAL BANK. Other promo- 
tions include Herbert S. Croft, named vice president and 
senior trust officer, and August H. Lages, promoted to vice 
president and trust officer. Hewitt, who has been with the 
new business section since 1954, will continue this activity 
in addition to other responsibilities. He is a graduate of 
Rutgers. Croft has been in charge of the trust department 
for five years and manages one of the largest corporate 
trust operations in the state. He is a graduate of New 
York University, John Marshall College of Law, and the 
Graduate School of Banking at Rutgers. Lages started with 
First National in 1935. He also is a graduate of the Graduate 
School of Banking. 


MORRISTOWN—Donald E. Kyle has been promoted to vice 
president at TRUST COMPANY OF Morris County. He will 
continue responsibility for the bank’s investment portfolio 
as well as trust investments. 


NEWARK—Elliott W. Sparkes has been elected trust officer 
at FIDELITY UNION Trust Co. He will head the department’s 
real estate activities and supervise insurance matters. 


NEWARK—At NATIONAL STATE BANK John C, Leeds has 
been appointed trust officer. 


NEW YORK 


ALBAN Y—lIrma K. Bird has been appointed assistant trust 
officer at STATE BANK OF ALBANY. 


NEW YORK—Under the bank’s retirement plan Isaac B. 
Grainger will retire as president of CHEMICAL BANK NEW 
York Trust Co. on January 31. He continues as a director. 
William S. Renchard will be elevated to the presidency. 
Howard W. McCall, Jr., now an executive vice president 
like Mr. Renchard, is scheduled to become first vice president, 
a new office. Grainger has had 42 years experience in the 
commercial banking and trust field, having been with banks 
in North Carolina and New Jersey before joining Chemical 
in 1943. Renchard has spent his entire career with Chemical, 
except for two years after his 1928 graduation from Prince- 
ton and service with the Navy in World War II. Since 1955 
he. has had charge of the bank’s more than 100 offices. Mc- 
Call received his B.A. at the University of Virginia in 
1928, whereupon he joined Chemical. 


NEW YORK—Promotions to trust officer at GRACE NATIONAL 
BANK were awarded to James Harper, Jr., Edward J. Jubon, 
Garet O. Penhale, and Charles F. Robbins, Jr. 


NEW YORK—Promotions at THE HANOVER BANK include 
those of Donald R. Spaidal, personal trust investment depart- 
ment, to vice president; Raymond J. Harter and John S. 
Roome to assistant vice president; Henry J. Langworthy, 
personal trust administration and Richard M. Ross, Jr., per- 
sonal trust investment, to assistant secretary. Named as- 
sistant treasurers were Fred E. Barnes, stock transfer, and 
Thomas J. Dillon, personal trust estate administration. 
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NEW YORK—William M. Lewis, in charge of custody opera- 
tions at MORGAN GUARANTY TRUST Co., has been advanced 
to vice president, and Arthur W. Rossiter, Jr., of the trusts 
and investments division, to assistant vice president. Francis 
J. Farrell, John E. Paulson, and George Strattis were elected 
assistant secretaries in the corporate stock and transfer 
division, and Harris H. Gould to assistant trust officer in 
the same division. 


NORTH CAROLINA 


DURHAM—DvurRHAM BANK & Trust Co. has promoted Frank 
D. Bozarth to senior vice president and senior trust officer, 
Richard J. Potter to vice president and trust officer, and 
Norwood A. Thomas, Jr., and Milton E. Loomis to trust 
officer. 


OHIO 


CINCINNATI—William E. Anderson 
has been elected president of CENTRAL 
Trust Co. to succeed William A. 
Mitchell who was elected chairman of 
the board. Fred Lindsey, vice presi- 
dent and trust officer who has devoted 
his entire career since 1911 to the trust 
department, was appointed head of it 
to succeed Anderson. Anderson joined 
Central Trust in 1935 as trust officer. 
In 1952 he was elected a director and 
in 1956 senior vice president and trust officer. He graduated 
from the University of Utah and Harvard Law School. He 
is president of the Lloyd Library and Museum of Cincinnati, 
a past president of the Cincinnati Corporate Fiduciaries 
Association, past chairman of the trust committee of the 
Ohio Bankers Association, past chairman of the tax com- 
mittee of the American Bankers Association, and a member 
of the executive committee of the A.B.A. Trust Division. 

Mitchell joined Central Trust in 1949 as president. Be- 
fore that he was a vice president of J. P. Morgan & Co., 
Inc. A native of Hamilton, Ont., he entered banking in 
Canada at the age of fifteen. He is currently chairman of 
the advisory committee on special activities of the American 
Bankers Association. 

Charles Dupuis, retiring chairman, has been associated 
with the trust company since 1918. He is the dean of 
Cincinnati bankers. 

William P. Scott was appointed vice president, Joseph D. 
Landen advanced to assistant trust officer and Walter A. 
Zebrak, Jr., was appointed assistant investment officer. Scott 
is director of public relations, and a graduate of the School 
of Financial Public Relations, Northwestern University. 
Landen, who is in the trust administration division, grad- 
uated from Yale and the Chase College of Law. Zebrak, 
who received his master’s degree from Purdue, is in the 
trust investment division. 


CINCINNATI—Henry A. Burgett and Charles W. Murphy 
were promoted to trust officer and assistant trust officer, re- 
spectively, at First NATIONAL BANK. Burgett, a graduate 
of the University of Cincinnati with A.B. and LL.B. de- 
grees, heads the pension and profit sharing section of the 
corporate trust department. Murphy specializes in estate 
taxes. He is a graduate of Chase Law College. 
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FRANCIS H. BEAM 
Cleveland 


JOHN S. FANGBONER 
Cleveland 


ROBERT B. BLYTH 
Cleveland 


CLEVELAND—Francis H. Beam has been elected chairman 
of the board and chief executive officer of NATIONAL CITY 
BANK, succeeding Sidney B. Congdon who has reached 
mandatory retirement age. John S. Fangboner was named 
president to succeed Mr. Beam, and Robert B. Blyth was 
advanced to first vice president. Congdon will continue as a 
director, as chairman of the trust committee, and as a mem- 
ber of the executive committee. A graduate of Pennsylvania 
State University and of the Law School of Western Reserve 
University, Beam practiced law for ten years prior to 
joining National City in 1934. Fangboner bocomes the 
eleventh president of the 115-year-old bank. After attending 
Kenyon College and Ohio State University, his experience 
before entering the bank in 1942 was in the investment 
field. Since 1953 Blyth has been the bank’s senior investment 
officer. He is a graduate of Oberlin College and Harvard 
Graduate School of Business Administration. 


OKLAHOMA 


TULSA—Norman M., Hulings has retired as vice president 
in the trust department of First NATIONAL BANK & TRUST 
Co. Named assistant vice president and trust officer were 
J. R. Meredith and L. S. Rush, A. J. Langford and R. C. 
Taylor were named assistant trust officers. Rush is a grad- 
uate of the University of Tulsa and Meredith of its Law 
School. 


PENNSYLVANIA 


DOYLESTOWN—James P. Nunemaker has joined DOYLEs- 
TOWN NATIONAL BANK & TRustT Co. as trust officer. He was 
formerly trust officer of United States National Bank in 
Johnstown. Thomas Diver has been advanced to cashier 
and assistant trust officer. 


JENKINTOWN—E. Donald Stuck has been named vice 
president and trust officer at JENKINTOWN BANK & TRUST 
Co. 


NORRISTOWN—Ernest T. Salzer has been advanced to 
vice president and associate trust officer at PEOPLES NATIONAL 
BANK. John E. Quigley was appointed assistant cashier and 
assistant trust officer. 


PHILADELPHIA—At FIDELITY-PHILADELPHIA TRUST Co. 
Thomas L. Ralph, who joined Fidelity in 1936 as a security 
analyst, was elected senior vice president. A graduate of 
Pennsylvania State University, his duties have included re- 
sponsibility for trust investments. Frederick C. Elkins and 
Wesley H. Quigley were elected vice presidents. Elkins joined 
Fidelity in 1942 as an account analyst in the trust depart- 
ment. Quigley, a graduate of the Wharton School of the 
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University of Pennsylvania, came with the bank 34 years 
ago as a messenger. Harris C. Aller and Charles B. P. 
VanPelt were elected assistant trust officers. 


PHILADELPHIA—At Girarp Trust CoRN EXCHANGE BANK 
John W. Woerner has been appointed senior vice president 
in charge of the trust department. Woerner has been vice 
president in charge of the trust administrative division. He 
will now supervise all divisions of the trust department which 
has over two billion dollars of assets in estates, living trusts 
and investment accounts. Woerner is a graduate of the Uni- 
versity of Pennsylvania and started in the bank’s real 
estate division in 1931. He is currently president of the Cor- 
porate Fiduciaries Association of Philadelphia, chairman 
of the Trust Division of the Pennsylvania Bankers Associa- 
tion, and a member of the executive committee of the P.B.A. 


PHILADELPHIA—Murray C. Haines, Frederick L. Newton 
and William L. Rhoads, III, have been appointed trust officers 
at PHILADELPHIA NATIONAL BANK. 


PHILADELPHIA—At PROVIDENT TRADESMENS BANK & 
Trust Co. Allen G. Powell has been appointed assistant vice 
president, Gordon B. Callaghan trust officer, and J. Alfred 
Stamm assistant trust officer. 


SOUTH CAROLINA 


CHESTER—PEoPLES NATIONAL BANK elected H. Phelps 
Brooks, Jr., as president and cashier, and he will also hold 
the title of trust officer to fill the vacancy created by the 
death of M. H. White. 


TENNESSEE 


CHATTANOOGA—C. Marion Gaston has been elected as- 
sistant trust officer at HAMILTON NATIONAL BANK. 


TEXAS 


EL PASO—William R. Squires, Jr., and Gleaves M. Love 
have been named trust officers of EL Paso NATIONAL BANK. 
Squires joined the bank in 1951. Love was formerly trust 
officer at First American National Bank, Nashville. 


HOUSTON—Year-end promotions at the BANK OF THE 
SOUTHWEST include: John T. Cooney, C. Foster Hord and 
E. Deane Kanaly to trust officers and T. Milton Howard to 
assistant trust officer. Cooney has been assistant vice presi- 
dent and assistant manager of the Business Development De- 
partment and now transfers to the Trust Department. He 
is a graduate of Cannon College. Hord has been auditor in 
the accounting division of the Trust Department. Kanaly has 
two degrees from the University of Oklahoma. Howard has 
been assistant auditor in the Trust Department. | 


VIRGINIA 
CLIFTON FORGE—Norman C. Scott has been named ex- 
ecutive vice president and trust officer of MOUNTAIN Na- 
TIONAL BANK. 
WASHINGTON 


SPOKANE—OLp NATIONAL BANK has promoted Marvin 
Soehern to assistant trust officer. 


61 








WEST VIRGINIA 


HUNTINGTON—William G. Collins, Jr., has joined HuNT- 
INGTON TrRusT & SAVINGS BANK as executive vice president, 
trust officer and director. For the past 13 years Collins has 
been vice president of the Industrial Bank of Schenectady, 


M.. ¥. 


WHEELING—Robert J. Riley, Jr., has been appointed trust 
officer of WHEELING DOLLAR SAVINGS & TRUST Co. He was 
formerly at First National Bank, Fairmont. 


WISCONSIN 


NEENAH—Lee W. Mack has been named trust officer of 
NATIONAL MANUFACTURERS BANK. Mack resigned from the 
Internal Revenue Service where he had served since 1941. 


WAUSAU—Frank McElroy has been elected president, trust 
officer and director of CITIZENS STATE BANK. 











New trust department quarters at Durham (N. C.) Bank & Trust Co. 
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Individuals seeking positions in trust 

departments may have free listing 

(maximum seven lines). Responses 

to listings should be addressed to the 

Code number shown, care of “Trusts 

and Estates,” for forwarding to ap- 

plicant. 

Trust officer, 45, 5 years as head of 
smaller trust department, 4 years law 
practice, 4 years with F.B.I., seeks first 
or second spot in larger department 
seeking competent man for administra- 
tion and estate planning, preferably 
Midwest or Southwest. 912-2 

Trust and estate administrator, 34, 
with six years experience in medium size 
trust department, desires position as 
assistant trust officer in medium size 
trust department. 912-5 

Investment officer, mid-thirties, experi- 
enced all phases trust investment. Also 
bank portfolio. Qualified analyst. Desires 
responsible position with better pros- 
pects. Prefers Western States but op- 
portunity more important than locality. 
912-6 

Trust representative, 30, member of 
Bars of two states, 2 years experience 





YOUNG TRUST MAN WITH WRITING TALENT 


An established New York bank advertis- 
ing agency is looking for a young man 
with a trust and/or legal background who 
would prefer a full-time, creative writing 
job on Will and Trust subjects to his 
present work. Position will be one of 
increasing responsibility and assures the 
right man of an excellent future. Write, 
stating age, qualifications and salary needs. 

Box H-61-3, Trusts and Estates 

50 East 42nd St., New York 17 








STOCK TRANSFERS 


Fine opportunity for man between 30 
and 45 to train for top spot in well estab- 
lished Chicago firm. Experience in opera- 
tions and in passing on legal transfers 
desirable. 

Write, outlining experience and stating 
salary requirements. 


Box H-61-1, Trusts and Estates 
50 East 42nd St., New York 17 
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in administration, one in new business, 
desires better opportunity. 61-2’ 

Senior trust man, 42, over 20 years 
experience in all phases of administra- 
tion and estate planning, member of 
Bar, seeks opportunity to head new or 
established trust department; available 
for interview at N. Y. midwinter con- 
ference or elsewhere. 61-4 


Personal trust and estate administra- 
tor, LL.B., 29, 4 years experience in all 
aspects of trust work in large trust de- 
partment. Willing to relocate for re- 
sponsible position with opportunity in 
medium or large trust department. 61-5 

Trust officer employed by large bank 
wishes to locate in or around San Fran- 
cisco. Legal background, experienced in 
estaie planning and trust administration. 
61-6 


Certified Public Accountant, executive 
assistant to leading businessman. Ex- 
perienced financial planning, taxes, 
trusts, wills, estates. Desires position as 
assistant to individual or firm. Box 111, 
Bay Station, Brooklyn 35, N. Y. 


Attorney, 29, Phi Beta Kappa, 5 years 
specialized experience in all aspects of 
wills, trusts, and estates, desires position 
with New York City law firm or trust 
company. 61-7 


Treasurer-controller, 14 years experi- 
ence financial officer. Director of con- 
trols, auditing and systems. Desires posi- 
tion as trust officer, or as assistant with 
future. 61-8 


Law teacher, 25, desires challenging 
opportunity in trust department. Position 
should involve personal contact work. 
Rutgers Law School graduate. Military 
obligation fulfilled. Complete resume 
available upon request. 61-9 


A A A 


e How to call on prospective customers 
is the subject of a new F.P.R.A. sound 
slidefilm in full color entitled “Creative 
Persuasion.” It shows, first the wrong 
and then the right way, the fundamentals 
basic to any bank sales call. 


A AA 


NEW TRUST POWERS, NAMES 
AND LOCATIONS 


Santa Ana, Cal. — ORANGE COUNTY 
TITLE Co., observing its 65th year in the 
title insurance business, has received per- 
mission from the superintendent of banks 
and the insurance commissioner of Cali- 
fornia to engage in trust business. The 
trust division will operate under the name 
of “First American Title Insurance & 
Trust Co.” Heading the trust unit will 
be L. S. Mortenson, vice president and 
trust officer, and Donald G. Taylor, as- 
sistant secretary and assistant trust offi- 
cer. Mortenson was associated with the 
First National Bank of Santa Ana (now 
First Western Bank & Trust Co.) for 20 
years, having retired as vice president 
and trust officer in 1955. Since then he 
has been a member of a brokerage firm. 
Before coming to Santa Ana 24 years 
ago he was special deputy banking com- 
missioner for Idaho and worked in the 
trust departments of Bank of California 
and Bank of America. Taylor is as- 
sistant superintendent of the title firm’s 
escrow department. 


Hartford, Conn. — RIVERSIDE TRUST 
Co.’s trust department has a new office 
on the ground floor of 111 Pearl St. 
across from the main office at 90 Pear] St. 


Carmi, Ill. — A trust certificate has 
been issued to WHITE COUNTY BANK. 
Henry G. Walker has been named trust 
officer and Richard Roser assistant trust 
officer. 


Northbrook, Ill. — A trust certificate 
has been issued to NORTHBROOK TRUST & 
SAVINGS BANK. 


Wichita, Kan. — FourtH NATIONAL 
BANK has changed its title to THE 
FOURTH NATIONAL BANK AND TRUST 
ComPANY. President and chairman of the 
broad A. W. Kincade stated, “Prepara- 
tion of the major scope of expansion 
which led to the development of our 
present trust department operation dic- 
tated that emphasis be placed more di- 
rectly upon this particular facility ... 
The magnitude of the physical growth 
has made necessary appointment of an 
expanded staff.” (See p. 58.) 
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1960 Calendar 
Trust & Related Meetings 


Feb. 8-10 — Mid-Winter Trust Confer- 
ence, American Bankers Association, 
New York 

Apr. 1 — Pennsylvania Bankers Asso- 
ciation Trust Conference, Harrisburg 

Apr. 2 — Trust Conference, [Illinois 
Bankers Association, Rockton 

Apr. 18-21 — New Jersey Bankers Asso- 
ciation Public Relations School, Prince- 
ton 

Apr. 20 — Trust Conference, 
Bankers Association, Columbus 

Apr. 20 — Virginia Bankers Association 
Trust Meeting, Richmond 

Apr. 21 — Trust Companies Association 
of Canada. Montreal 

Apr. 25-26 — Indiana Bankers Associa- 
tion Trust Conference, French Lick 

May 4 — Connecticut Bankers Associa- 
tion Trust Conference, Cheshire 

May 12-13 — Southern Trust Conference, 
American Bankers Association, St. 
Petersburg, Fla. 

May 19-23 — Million Dollar Round 
Table, Waikiki Beach, Honolulu 

May 22-25 — Regional Meeting, Amer- 
ican Bar Association, Portland, Ore. 

May 30-June 3 — American Institute of 
Banking, Boston 

June 5-10 — Trust New Business School, 
New York State Bankers Association, 
New York University. 

June 6-10 — Florida Bankers Associa- 
tion Trust Training’ School, U. of 
Florida, Gainesville 


Ohio 


June 12-17 — Ohio School of Banking, 


Ohio U., Athens of 
June 12-25 — School of Banking of. Wil- 
liams College, Williamstown, Mass. 
June 13-25 — Stonier Graduate: School 
of Banking, Rutgers U., New Bruns- 

wick, N. J. 

June 19-July 2 — FPRA School of Pub- 
lic Relations, Northwestern U., Chi- 
cago 

June 19-24 — New York State Bankers 
Association, Trust Administration 
School, Rensselaer Polytechnic Insti- 
tute, Troy 

June 19-24 — Pennsylvania Bankers As- 
sociation Trust Training School, Buck- 
nell U., Lewisburg 

July 17-30 — Southwestern Graduate 
School of Banking, Southern Methodist 
U., Dallas 

July 31-Aug. 13 — National Association 
for Bank Audit, Control & Operation 
School, U. of Wisconsin, Madison 

Aug. 8-26 — ABA National Trust School, 
Northwestern U., Evanston, III. 

Aug. 14-27 — Colorado School of Bank- 
ing, U. of Colorado, Boulder 

Aug. 15-27 — Pacific Coast School of 
Banking, U. of Washington, Seattle 

Aug. 21-26 — Virginia Bankers Trust 
School and Bank Management, U. of 
Virginia, Charlottesville 

Aug. 29-Sept. 2 — American Bar Asso- 
ciation, Washington, D. C. 


JANUARY 1960 





Sept. 18-21 — American Bankers Asso- 
ciation, New York 

Oct. 9-16 — Association for Bank Audit, 
Control & Operation, Los Angeles 


Oct. 10-18 — National Association of 
Bank Women, Pasadena 
Oct. 22-26 — Controllers Institute of 


America, San Francisco 

Oct. 30-Nov. 3 — Financial Public Rela- 
tions Association — Boston 

Nov. 12-15 — American Finance Confer- 
ence, Washington, D. C. 


A AA 


FIDUCIARIES ELECT 


The Associated 
Trust Companies 
of Central Califor- 
nia, an organiza- 
tion of trust de- 
partments in San 
Francisco, Oakland 
and Stockton, has 
elected the follow- 
ing officers: Pres. 
— Woodrow W. 
Denney, manager of First Western Bank 
& Trust Co.’s San Francisco main office; 
Vice Pres. — J. J. Sagrafena, assistant 
trust officer, Pacific National Bank; Sec.- 
Treas. — Henry J. Ahlf, trust officer, 
Hibernia Bank. 


WooprRow W. DENNEY 


A A A 


TRUST COMPANY CONTRIBUTES TO 
LAW LIBRARY 


The San Diego Trust & Savings Bank 
has added $1,500 to its earlier contribu- 
tions for the maintenance of the trust 
and tax law section of the San Diego 
County Law Library. The initial contri- 
bution for establishment of the library 
section was made by the bank 18 months 
ago. Clarence Harden, superior court 
judge, and president of the library’s 
board of trustees, has stated that a 
bronze plaque would be placed in the 
Library commemorating these gifts to- 
ward the develépment of the County’s 
legal research facilities. 


A AA 


STATE TAXES BOOSTED IN 1959 


New taxes, boosts in old taxes and ex- 
tensions of temporary taxes marked the 
many tax-hunting expeditions held by 
legislatures in every state but one in 
1959, according to Commerce Clearing 
House, in its annual State Tax Review. 
State tax collections rose by nearly $1 
billion in the fiscal year ended June 30, 
1959, reaching $15.8 billion total. The 
per capita state tax averaged an all- 
time high of $91.70. 

Major activity included income tax 
increases in California, Colorado, Idaho, 
Iowa, Minnesota, Montana, New York, 
South Carolina and Wisconsin. With- 
holding of personal income taxes was ini- 
tiated in Massachusetts, New York, 
North and South Carolina and Utah. 





Why Delaware? 


Delaware’s unique tax and 
trust laws facilitate the accu- 
mulation, management and 
conservation of property by 
corporations and non-resident 
individuals. 


They are but one reason why 
Wilmington Trust Company, 
as trustee, handles invest- 
ments for corporations, asso- 
ciations and individuals in 
virtually all states and many 
foreign countries. 

Other reasons, of course, are 
Wilmington Trust experi- 
ence; Wilmington Trust facil- 
ities. They unite in making 
ours one of the largest Trust 
Departments in the Nation. 
These benefits are available 
to you—and your clients. We 
welcome your inquiries. 


WILMINGTON 
Trust Company 


Wilmington, Delaware 









NEW HAVEN 


FOR OUTSTANDING 
TRUST SERVICE 
IN THE 
NEW HAVEN AREA 
CALL ON... 

e New Haven’s first Trust 
Company—90 years’ 
experience in the trust field: 

e New Haven’s foremost 

Trust Company—trust funds 

in excess of $160 million. 


The Union &§ New Haven 
Trust Company 


Main Office: Church and Elm Streets 
New Haven, Conn. 
Members; Federal Reserve System 
Federal Deposit Insurance Corporation 
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ESTATE PLANNING COUNCIL ACTIVITIES 


Central Arizona (Phoenix) — On De- 
cember 7 Charles W. Paul Kamanski, 
Beverly Hills attorney, spoke on “Re- 
cent Developments in Taxes and Trusts.” 

Southern Arizona (Tucson) — On 
December 21 Devens Gust. Phoenix at- 
torney, spoke on “Special Problems Cre- 
ated by Community Property in Estate 
Planning.” Also James B. Reidy, C.P.A., 
a council member, talked on “A Review 
of Some Old Files.” 

Central Arkansas (Little Rock) — On 
December 14 William J. Bowe, tax coun- 
sel for State Farm Mutual Life, spoke on 
“Some Pitfalls in Estate Planning.” 

East Bay (Oakland, Cal.) — On De- 
cember 14 David K. Gilmore. attorney. 
spoke on “1959 Changes Affecting Es- 
tate Planning.” 

Los Angeles, Cal. — On December 14 
Dr. Robert R. Dockson, consulting econ- 
omist, Union Bank, spoke on “The In- 
surance Industry in the California Mar- 
ket.” 

San Francisco, Cal. — On December 
2 Paul E. Basye, professor at Hastings 
College of Law, spoke on “A New Look 
at Joint Tenancy and Community Prop- 
erty.” 


Connecticut — On December 1 Reese 
H. Harris, Jr., executive vice president, 
Hanover Bank, New York, spoke on 
“Estate Planning and the Unauthorized 
Practice of Law.” 

New Haven, Conn. — On December 
14 a council member, C. N. Schenk III, 
who had just returned from the New 
York University Tax Institute, spoke on 
“Estate Planning Problems.” 

Southeast Florida (Miami) — On De- 
cember 3 H. Avery Rafuse, C.P.A., of 
New York, talked on “Estate Planning 
Points to Remember.” 

Fort Wayne, Ind. — On December 7 
Troy Thurston, C.P.A., of Indianapolis, 
spoke on “Pseudo Corporation” with 
special reference to Subchapter S of the 
Internal Revenue Code. 

Indianapolis, Ind. — On December 17 
the members adopted a change in the 
by-laws making honorary members ex 
officio of the Judge of the Probate Court 
of Marion County and the Marion 
County Probate Commissioner. 

Des Moines, lowa — On December 7 
Don D. Davidson, C.L.U., discussed 
“New Prospects and New Directions in 
Insurance.” 

















OFFICES 





COMMUNITIES | 


THE FAIRFIELD COUNTY TRUST COMPANY 


Harold E. Rider, President 


Main Office 
300 MAIN ST. « STAMFORD, CONNECTICUT 


24 Offices 
Serving 17 Communities 


RESOURCES OVER $185,000,000 





FAIRFIE 
COUNTY 
TRUST 


COM PANY 
® FEDERAL DEPOSIT INSURANCE CORPORATIO 
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Ealt more, Md. — On December 10 
Ralph Wallace, vice president in charge 
of public relations of Kennedy Sinclaire 
Inc., discussed “Tax Planning for the 
Salaried Executive.” He analyzed the 
present situation of such an executive. 
his problem ten years later, and his 
position just before and after retirement. 

Detroit, Mich. — Two speakers on re- 
lated topics were included in the Decem- 
ber 8 program. Pierre V. Heftler, De- 
troit attorney, discussed “Gifts of Pres- 
ent Interests” and Clifford Seys, agent, 
Northwestern Mutual Life Insurance Co.. 
talked on “Gifts of Future Interests.” 

New Hampshire — On December 9 
“Short Term Trusts” were discussed by 
William E. Murray, New York attorney. 

Fargo-Moorhead, N. D. — On Decem- 
ber 14 Oliver A. Eide, C.P.A., discussed 
Subchapter S of the 1958 Revenue Code. 

Cleveland, Ohio — On December 14 
the Cleveland Society of Estate Analysts 
heard George L. Ford on “The Simple 
Will and Ohio Statutes Affecting Will 


Provisions.” 


Bucks County, Pa. — On December 1 
William J. Begley, attorney, spoke on 
“Clients’ Estate Planning Problems.” 

Monmouth County (Red Bank, N. J.) 
— On December 7 George L. Bielitz, 
president, Monmouth County National 
Bank, and Charles C. Schock, trust off- 
cer, Long Branch Trust Co., spoke on 
“Joint Tenancy.” 

Rochester, N. Y. — On December 8 
Charles F. Seuffert, vice president and 
trust officer, Genesee Valley Union Trust 
Co., spoke on “Practical Problems in 
the Administration of Estates and 
Trusts.” 

Philadelphia, Pa. — On December 3 
Frank O. Walther, trust officer, Girard 
Trust Corn Exchange Bank spoke on 
“A Trust in Action.” 

Dallas, Tex. — On December 10 Ro- 
bert J. Lawthers, director of estate plan- 
ning services for New England Mutual 
Life Insurance Co., spoke on “Estate 
Planning and Tax Aspects of the Buy 
and Sell Agreement.” 

El Paso, Tex. — On December 15 
Charles W. Hamilton, president of the 
Trust Division of the American Bankers 
Association and senior vice president 
and trust officer of National Bank of 
Commerce, Houston, spoke on “The Ad- 
vantages of the Corporate Trustee.” 

Fort Worth, Tex. — A tribute to the 
Business and Estate Council on the oc- 
casion of its first *59-’60 meeting, fea- 
turing the men who “pull together for 
your welfare” appeared in a recent ad 


of Fort Worth National Bank. 
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REDEMPTION OF TREASURY BONDS 
AT PAR FOR ESTATE TAXES 


FREQUENTLY OVERLOOKED ASPECT 
AX estate planning is the purchase 
of those issues of U. S. Treasury bonds 
which by their terms are redeemable at 
par value plus accrued interest’ in 
payment of Federal estate tax. Substan- 
tial saving may be achieved in this man- 
ner, due to the present low cost of ac- 
quisition of such bonds which also re- 
sults in a fairly high effective income re- 
turn to the purchaser prior to death. A 
list of such eligible bonds indicating the 
cost and effective rate of return as of 
November 30, 1959, appears herewith. 
Current lists are available at Federal 
Reserve Banks or branches or from the 


Bureau of Public Debt. 


Requirements for Qualification 


Eligibility of bonds is based upon 
the terms of their issuance. It is not 
sufficient that such bonds be of an 
eligible series, however. They must also 
have been “owned by the decedent” at 
death, and have constituted a part of his 
estate: 31 C.F.R. § 306.28(b). These 
requirements are not always synonymous 
with inclusion of the bonds in the de- 
cedent’s taxable estate. Acquisition of 
such bonds therefore should be a mat- 
ter of lifetime estate planning. While 
nothing prevents acquisition in con- 
templation of death, the purchase pre- 
sumably must be made in sufficient time 
for the purchaser to receive delivery be- 
fore death, either personally or through 
his broker: see Unif. Comm. Code, §§ 
8-301, 8-313. 

Some degree of post-death planning is 
involved, however, for the personal 
representative must be careful to deal 
with the bonds so as to preserve their 
qualification, He may exchange them for 
lower denominations (see 31 C.F.R. 
§§ 306.17, 306.22), exchange registered 
bonds for coupon bonds (see 31 C.F.R. 
§ 306.18), exchange coupon bonds for 
bonds registered in the personal repre- 
sentative’s name (see 31 C.F.R. § 
306.21), or transfer registered bonds 
from decedent’s name to the name of the 
personal representative (see 31 C.F.R. 
§ 306.16) without affecting qualifica- 
tion, if no change in beneficial owner- 

‘Redemption is at par plus interest accrued from 
the last interest payment date to the date of re- 
demption, except that in the case of registered 
bonds tendered for redemption within one month 
prior to an interest date, interest from the redemp- 
tion date to the next interest payment date is de- 
ducted and the full six months’ interest is thereafter 
paid to the estate by check: 31 C.F.R. § 306.28(a). 
References in this article to redemption at par 


should be taken to include or exclude accrued inter- 
est in accordance with this rule. 


January 1960 





The recent decision in Bankers Trust 
Co. v. U. S. (see T&E, Dec. 59, p. 
1279) makes this article especially 
timely It is reprinted with permission 
from the December issue of Fiduciary 
Review. 











ship is involved: 31 C.F.R. § 306.28(c). 
Other transactions would evidently result 
in loss of qualification; e.g., distribution 
followed by retransfer of the bonds to 
the estate. Where the par value of the 
eligible bonds in the estate exceeds the 
estate tax computed and paid, and where 
there is a possibility that the estate tax 
will be increased upon audit of the re- 
turn, distribution of excess bonds should 
be deferred until it is known whether 
there will be estate tax deficiencies. It 
would seem that an award of such bonds 
back to the accountant as a reserve for 
possible additional taxes would preserve 
their qualification. 

Individual. Eligible bonds owned by 
an individual of course qualify for re- 
demption at par to pay his estate tax, 
and this would be true of such bonds 
held for him in an agency or custodian 
account. 

Partnership. Eligible bonds held by a 
partnership of which the decedent was 
a member qualify for redemption at par 
to pay decedent’s estate tax to the extent 
of a fractional share of such bonds pro- 
portionate to decedent’s interest in the 
partnership assets: 31 C.F.R. § 306.28 
(b) (i). 

Co-ownership. Eligible bonds held by 
co-owners” qualify for redemption at par 
to pay the deceased co-owner’s estate tax 
“to the extent to which they actually 
became the property of the decedent’s 
estate. They will also be deemed .. . 
[qualified] . . . in an amount not to 
exceed the amount of the Federal estate 
tax which the surviving co-owner or co- 
owners as such are required to pay:” 31 
C.F.R. § 306.28(b) (ii). Thus, it appears 
that bonds owned by decedent and an- 
other equally as tenants in common (31 
C.F.R. § 306.11 (a) (1) (iii) ) would 
qualify to the extent of one-half, while 
those owned by decedent and another 
with right of survivorship (31 C.F.R. 
§$ 306.11 (a) (1) (ii)) would qualify, 
if decedent’s will did not direct payment 
of tax from another source, only to the 
extent tax is apportionable against the 
surviving co-owner under the [Pennsyl- 


2Unlike Savings Bonds, Treasury bonds may not 
be registered “‘A p.o.d. B.” 


vania or similar State] Estate Tax Ap- 
portionment Act of 1951. 

Trust. “Bonds held in trust at the time 
of the decedent’s death will be deemed 
to... [qualify] ... in an amount not 
to exceed: the amount of the Federal 
estate tax which the trustee as such is 
required to pay under the terms of the 
trust instrument or otherwise; or, if the 
trust actually terminated in favor of the 
decedent’s estate, the amount of such 
tax due from the estate:” 31 C.F.R. § 
306.28 (b) (iii). It is therefore not 
sufficient that the eligible bonds be in- 
cluded in decedent’s taxable estate. Thus 
eligible bonds held in a trust which 
terminates in favor of the settlor’s estate 
would qualify for payment of taxes in 
his estate, even though the terms of the 
trust do not require payment of taxes 
from the trust assets, and regardless of 
whether the trust is revocable or irrevo- 
cable. However, where the trust provides 
for distribution to beneficiaries other 
than the settlor’s estate, eligible bonds 
held by the trust would qualify only if 
the trust requires payment of the settlor’s 
taxes therefrom, or the applicable law 
requires that the trust bear the tax bur- 
den and decedent’s will does not alter 
such rule. It would seem that even where 
the trust is silent as to payment of the 
settlor’s taxes, bonds held therein might 
qualify even beyond the tax normally 
apportionable to it, if the testamentary 
estate is insufficient to pay decedent’s 
debts, expenses of administration, and 
state and Federal taxes, to the extent the 
trust meets the deficiency. 

In the case of a life beneficiary hav- 
ing a power of appointment over a trust 
which holds eligible bond:, the bonds 
will qualify for payment of t‘1e life bene- 
ficiary’s taxes to the extent that he ap- 
points the property directly to his estate, 
or requires the trustee to pay his taxes 
therefrom, Of course, if the settlor had 
directed that the life beneficiary’s taxes 
be paid from the trust, the eligible bonds 
therein would qualify. And, the life 
beneficiary who failed to exercise his 
power of appointment could nevertheless 
benefit from the trustee’s use of eligible 
bonds, to pay the life beneficiary’s taxes, 
to the extent the trust shares in the bur- 
den of those taxes in the absence of the 
life beneficiary’s direction that his testa- 
mentary estate bear the burden of all 
taxes. 


Procedure 


Eligible bonds are redeemed at par 
for purposes of payment of Federal 
estate tax by presentation at a Federal 
Reserve Bank or branch, or at the 
Bureau of the Public Debt, Division of 
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Loans and Currency, Washington 25, 
D. C. Registered bonds must be assigned 
to “The Secretary of the Treasury for 
redemption, the proceeds to be paid to 
the Director of Internal Revenue at 
Litlitentdeatnghinisckicracta ae ne 
Federal estate taxes due from the estate 
 ickchntid ask ea ” They must be 
accompanied by Form PD 1782 and by 
a short certificate, evidencing the per- 
sonal representative’s*® authority, which 
is dated less than 6 months prior to the 
redemption: 31 C.F.R. §§ 306.28(a), 
306.65. 

The proceeds of the redemption are 
deposited by the Treasury Department 
to the credit of the District Director de- 
signated in Form PD 1782, and the per- 
sonal representative is notified of the de- 
posit. Thereafter, the District Director 
issues his formal receipt for the pay- 
ment. 

Since the eligible bonds are first re- 
deemed and the proceeds then deposited 
to the credit of the District Director, 
timely payment of tax cannot be made 
by delivering both bonds and cash di- 
rectly to the District Director on the 


3If there is no personal representative, the bonds 
may be redeemed by ‘“‘persons entitled thereto” (31 
C.F.R. § 306.28(a), if all entitled under the laws of 
decedent’s domicile execute the assignment: 31 
C.F.R. § 306.68. 
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estate tax due date. As a general rule, 
the bonds should reach the Treasury De- 
partment at least three weeks prior to 
the due date of the Federal estate tax, 
to insure that they are credited to the 
estate’s account before interest runs on 
the tax. The instructions accompanying 
Form PD 1782 indicate, however, that 
bonds presented for redemption after 
the due date of Federal estate tax will 
be redeemed as of the date they are re- 
ceived by the Federal Reserve Bank (or 
the Treasury Department if sent di- 
rectly). See Rev. Rul. 54-113, 1954-1 
C.B. 202. The personal representative’s 
bank will handle the details of redemp- 
tion for the estate. 


Extent of Redemption 


The face amount of eligible bonds re- 
deemed at par, plus any accrued interest 
thereon, may not exceed the tax due in 
the estate. And the entire proceeds of the 
redemption at par, including any ac- 
crued interest, must be applied to the 
payment of the tax. See 31 C.F.R. § 
306.28(c). However, denominational ex- 
changes are permitted to enable the 
estate to secure the full advantage of re- 
demption where the decedent’s bonds 
are not in the lowest authorized de- 
nominations.* Such denominational ex- 
change of registered bonds will be made, 
without necessity for an assignment, ac- 
cording to directions supplied on Form 
PD 1827 (31 C.F.R. § 306.17), and of 
coupon bonds upon like instructions if 
all unmatured coupons (other than those 
maturing while the bonds are in transit) 
are attached, or remittance for missing 
unmatured coupons accompanies the 


bonds: 31 C.F.R. § 306.22. 


Consequences of Redemption at Par 


The Bankers Trust Co. case holds that 
all eligible bonds, whether or not re- 
deemed at par in payment of estate tax, 

*The lowest denomination of the 2%’s of 1962-67 


is $100; that of the 234’s of 1975-80 is $1,000; that 
of other issues is $500. 


are taxable at their fair market value at 
death (plus interest accrued to date of 
death), thereby repudiating Rev. Rul 
53-156, 1953-2 C.B. 253. A distinction is 
drawn between Series G. Bonds, which 
are redeemable at par on the death of the 
owner in all events and are therefore 
taxable at par, and the eligible Treasury 
Bonds, which are so redeemable only 
after the estate tax is ascertained and 
only to the extent they do not exceed the 
tax. 

Thus, the redemption of eligible bonds 
at par in payment of estate tax will evi- 
dently generate a capital gains tax in 
the estate, for the estate’s basis for the 
bonds is presumptively their estate tax 
value—i.e., their fair market value under 
the rule of the principal case. This was 
obviously in the mind of the court when 
it said: “The fact that the estate may 
realize a capital gain by redeeming the 
bonds at par in payment of Federal 
estate taxes cannot operate to change 
their date of death value for inclusion 
in the gross estate.” 

Assume decedent’s taxable estate is 
$240,000, including therein $50,000 par 
value eligible Treasury bonds (on which 
there is no accrued interest) with a fair 
market value at decedent’s death of 
$40,000, which was decedent’s cost. The 
net Federal estate tax, after state death 
tax credit, on such estate is $59,100, 
which is satisfied by payment of $9,100 
in cash and redemption of bonds which 
cost $40,000. The resulting estate tax 
“discount” is thus $10,000. If the bonds 
are held more than 6 months, the re- 
demption evidently will cause the estate 
to realize a gain of $10,000, which will 
be subjected to a long term capital gain 
tax not exceeding the 25% maximum, 
or $2,500. The net tax saving which 
arises from redemption of the eligible 
bonds at par in payment of estate tax is 
therefore at least $7,500. 

5If the alternate valuation date is chosen, their 


value is the fair market value on such date, plus 
interest accrued to the date of death. 
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AVOIDING PATTERNS IN 
ESTATE PLANNING 
NELSON FRIEDMAN 


Vice President, The Cleveland Trust Company 


N MOST CASES WHERE INSURANCE IS 
| sold on the husband’s life with the 
ownership vested in the wife, she has a 
will leaving everything to her husband. 
The purpose of vesting the ownership of 
the contract in the wife is, of course, to 
keep the proceeds out of the husband’s 
taxable estate. Would it not be prefer- 
able, however, to provide for the passing 
of the contract to the children if the 
wife should predecease her husband? Or 
if the children are minors, to pass the 
insurance into a testamentary trust? If 
that is done there should be a provision 
in the will authorizing the executor and 
trustee to pay the premiums. Perhaps 
some insurance could be purchased on 
the wife’s life to make funds available 
to the executor and trustee for this pur- 
pose. 

In some cases where the husband’s 
insurance contracts are transferred to 
his wife to avoid the inclusion of the 
proceeds in his estate, no thought is 
given to the wife’s ability to manage 
funds nor to the means of making this 
cash available for taxes. When the will 
provides for all the taxes to be paid out 
of the residuary estate and the estate 
has no liquid assets, is it certain that the 
wife will give life insurance proceeds to 
the executor to cover the tax bill? Will 
a gift tax be incurred if she does so? 
The insurance should be kept in the hus- 
band’s estate unless some plan to settle 
these questions can be worked out. 

Many planners say that if a taxpayer 
does not make it possible for the execu- 
tor to take advantage of Section 303 of 
the Internal Revenue Code, providing 
for redemption of closely held stock to 
pay death taxes, he is losing the benefit 
of real tax relief. Some have even recom- 
mended inter vivos gifts of other assets 
so that the closely held stock will com- 
prise more than 50% of the taxable es- 
tate (or 35% of gross) thus qualifying 
under the percentage rules set forth in 
the section, and avoiding taxation of the 
distribution as a dividend. But what of 
the practical effect of taking advantage 
of Section 303? A minority stockholder 
could possibly become the majority 
stockholder if Section 303 is used. Most 
business life insurance is sold because 





Excerpts from address at Dayton Life Insurance 
and Trust Council, Oct. 8, 1959. 


January 1960 


the premiums are being paid with a 
cheaper tax dollar but the cheap tax dol- 
lar could prove to be a very expensive 
tax dollar if the majority stockholder’s 
son winds up in the position of a minor- 
ity stockholder. Where such an arrange- 
ment is already in existence, the result 
may be prevented, as was done in a re- 
cent case, by assigning the insurance to 
the majority stockholder at the interpo- 
lated reserve value. 

We suggest life insurance trust agree- 
ments provide that such proceeds be 
held as a separate unit until all taxes 
and expenses have been paid. In the 
meantime all the income is paid to the 
wife. After taxes and expenses have been 
paid, this fund is added to the non-mari- 
tal deduction trust under the will. 

In setting up the marital deduction, 
are we making it attractive enough so 
that the wife will not elect to take against 
the will? Do we overlook assets which 
pass to her outside the terms of the will 
which may give her more than one- 
half of the husband’s estate? Flexibility 
can be added by giving the wife the 
right to withdraw part or all of the 
marital deduction trust, which will per- 
mit her to make gifts and thus reduce 
her taxable estate. 

Where there is no need for discretion 
or flexibility, the annuity contract is a 
good tool in small estates. About six 
years ago an elderly lady came in to 
discuss her will. She had two daughters 
who were married to gypsy musicians. 
Her estate was approximately $50,000 
and she wanted each of her daughters to 
receive $150 a month. The will author- 
ized the executor to purchase two annu- 


ity contracts to cover the situation. She 
passed away and the girls are now re- 
ceiving their checks every month from 
an insurance company. 


Estate planning includes adjustment 
of assets today. Typical of many in 
similar situations, one wealthy and char- 
itably minded individual had a large 
holding of stock with a low cost basis. 
As he was retired, he was interested in 
more spendable income but he was 
“locked in” due to the capital gains tax. 
He created an irrevocable trust reserv- 
ing the right to receive the income as 
long as he lived. The remainder interest 
passed to his Family Charitable Founda- 
tion. The trustee sold the stock and in- 
vested the proceeds in tax-free bonds, 
thus considerably increasing the donor’s 
spendable income without loss of princi- 
pal due to the capital gains tax since the 
remainder went to charity. 


Another man’s estate consisted of 
stock in a closely held corporation val- 
ued at $200,000 and $40,000 of life in- 
surance. There was a minority stock- 
holder. Obviously, a simple A and B 
Trust arrangement would have saved 
taxes, but taxes should be secondary in 
estate planning. This person signed a 
will which leaves all the stock to his 
wife. This will permit her to qualify the 
corporation to be taxed as a partnership 
and thus give her the income she needs. 
If the stock passed into trust, she would 
have to live on dividends and a small 
salary, as she could not justify the sub- 
stantial salary her husband is drawing 
today. While, the Federal estate tax at 
her subsequent passing will be increased 
to over $30,000, the additional income 
will permit her to purchase life insur- 
ance to cover the increased tax. 


It is the practical plan and not the 
selfish plan which produces the best re- 
sults for the members of the Estate Plan- 
ning Team and the community. 











OUR TRUST DEPARTMENT 


a complete personal 
and corporate trust service 
in Maryland 


FIDELITY - BALTIMORE NATIONAL BANK 


Member Federal Deposit Insurance Corporation 


offers you 








67 








ON THE PUBLICITY FRONT 


Newspaper Advertising 


“This trip shouldn’t be necessary” 
notes an ad of Putnam Trust Co., Green- 
wich, Conn., that pictures a woman 
wearily waiting at the railroad station. 
This commuting town bank points out 
that “there’s no need to travel miles 
to another town or state for expert 
estate and trust management . . . Put- 
nam’s senior officers (all Greenwich resi- 
dents) are at your service and only 
minutes away from your home.” 

“Everybody’s using it now” observes 
an ad of Montreal Trust Co. “We take 
electricity for granted. It’s a convenient 
service, takes drudgery out of our lives, 
it saves time and work. And that is 
exactly what the services of Montreal 
Trust can do for you, too!” A very 
modern desk light is pictured with a 
shadowy oil lamp in the background. 
Four paragraphs give the reader an 
introduction to the “convenient services” 
the trust company can perform. 

“Immediate reply necessary . . . Se- 
curities have a way of creating prob- 
lems when you are neither prepared nor 
in the mood to solve them.” This ob- 
servation in a Northern New York Trust 
Co., Watertown, ad receives further em- 
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phasis from a picture of a secretary call- 
ing her executive-employer to the phone 
just as he is leaving for an appoint- 
ment, The text explains that “you decide 
how much authority you want to pass 
on to the trust department” when you 
open an investment management ac- 
count. 

A Fort Worth National Bank ad offers 
pictorial and textual representation of 
the defenseless man who has an out of 
date will, or none at all, being “touched” 
by a fencer. “En Garde!” the ad warns. 
“Better see your attorney right away.” 

“How Long is a Will Good?” asks an 
ad of First National Bank, Akron, 
adorned by a drawing of Father Time. 
The text answers the question by noting 
the effect of changed circumstances and 
suggesting a check-up at least every five 
years. 

“Group Life Insurance offers company 
officers and employees many outstand- 
ing advantages” advises an ad from 
First National Bank, Birmingham, Ala. 
Five of these advantages are listed in 
the text which points out that the bank 
does not sell insurance but will “recom- 
mend life insurance where the need is in- 
dicated.” 


Booklets 


“Executors’ Functions in Estate Ad- 
ministration” is a new edition of the con- 
densation of lectures given before the 
Practicing Law Institute by John F. Mc- 
Ilwain, vice president of /rving Trust 
Co., New York. This third and most 
complete edition, made available to 
members of the Bar, incorporates sub- 
stantial changes in its 63 pages covering 
25 subjects. 

“How to Plan Your Estate,” pub- 
lished by the American Osteopathic As- 
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sociation and the Osteopathic Founda- 
tion, besides containing helpful informa- 
tion on taxes, gifts and charitable trusts, 
advises its readers that “An attorney, 
experienced in estate planning and tax 
laws, should be selected by you. No 
doubt he will want to call in others— 
your insurance agent, accountant, and 
a trust officer. . . .” The purpose of the 
Foundation is to stimulate more gifts to 


osteopathic schools of medicine. 


Forums 


More than 125 Evanston (Ill.) and 
North Shore lawyers, life underwriters 
and accountants attended State Bank & 
Trust Co.’s fourth annual Estate Plan- 
ners Breakfast on November 3. The 
panel (see photo) included a lawyer, a 
life underwriter, an accountant and a 
trust officer of the bank whose senior 
officers and board members assisted the 
trust department as hosts. 








Speakers’ table at Estate Planners Breakfast sponsored by State Bank & Trust Co., Evanston, 

Ill. (left to right): Graham E. Heniken, secretary and trust officer of the bank; Frankiin 

C. Tyson, Connecticut General Life Insurance Co.; Kenneth E. Oakley, C.P.A.; and 
James C. Daubenspeck, Chicago attorney. 
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CURRENT LITERATURE 


By RAYMOND F. GREGORY 
Seghers, Reinhart & McCall, New York 

















Books 


Depreciation and Taxes 


Tax Institute, Inc., 457 Nassau St., Princeton, 

N. J. (248 pp.; $6). 

This is a record of the symposium, the 
second conducted by the Tax Institute 
in a series on the impact of taxation on 
management responsibility. Last year’s 
subject was concerned with tax policy 
as it affects executive and worker com- 
pensation. This year’s papers were con- 
tributed by a most impressive group of 
ministrators, economists, and representa- 
tives of the accounting and legal profes- 
sions. Many points of view are advanced, 
sometimes there is disagreement in the 
views, but they are the views of some of 
the foremost authorities on the ques- 
tions under consideration. 

The symposium dealt with four major 
aspects of the subject, namely, Funda- 
mentals of Depreciation Policy; Depre- 
ciation and Changing Price Level; Speci- 
fic Aspects of Tax Peclicy and Managa- 
ment Decisions; and Considerations in 
Depreciation Reform. G. Lowell Harris 
of Columbia University acted as Chair- 
man of the Program Committee for the 
two-day Symposium sessions, and the 
papers were edited for this publication 
by Joel Barlow of Covington & Burling. 


Estate Planning Quick Reference 
Outline, Seventh Edition — 1960 
WILLIAM R. SPINNEY, Commerce Clearing 
House, Inc., Chicago 46 (96 pp.; $1.50). 
The intent of this booklet is twofold. 

Written in the language of the layman, 
the property owner is made aware of the 
ruinous effect estate and inheritance 
taxes may have upon his estate, and he is 
familiarized with the problems of the 
estate planner and the solutions he may 
employ to conserve the estate. Intended 
also for use by attorneys and account- 
ants, the booklet presents a general sur- 
vey of the field of estate planning and 
includes citations to supporting author- 
ity. 

Some of the important areas covered 
are: analyzing the estate, estimating tax 
liability and transfer costs, and planning 
the conservation of estate assets and 
minimizing taxes. An example estate, 
with its concommitant problems, and an 
appropriate estate plan are set forth to 
illustrate the estate planning principles 
discussed. The author’s many years of 
experience in the trust business give the 
monograph a practical flavor. 


January 1960 


ARTICLES 


Pitfalls in Inter Vivos Trusts 


WILLIAM K. STEVENS, Taxes, 
1959 
$.75). 


December, 
(4025 W. Peterson Avenue, Chicago; 


The constant change in the concepts 
affecting the taxation of trusts and the 
pitfalls found in the present law call for 
careful planning in the creation and the 
administration of inter vivos trusts. The 
scope of this article extends to four 
types of irrevocable inter vivos trusts: 
Section 2503(c) trusts for minors, ten 
year or short term trusts, marital de- 
duction trusts, and spray trusts. The 
author discusses the tax traps to be 
avoided and examines the use of each 
type of trust in estate planning. 


The Life Beneficiary — Trustee? 


THOMAS S. EDMONDS, Illinois Bar Journal, 
November, 1959 (424 So. Second St., Spring- 
field; $1). 

Provision for withdrawal rights and 
the resulting tax problems may confront 
the draftsman whenever a client insists 
upon naming the life beneficiary as 
trustee. The author discusses those in- 
stances where the life beneficiary-trustee 
may be empowered to encroach upon the 
principal of the trust without subjecting 
his estate to unnecessary death tax liabil- 
ity, or without incurring additional gift 
or income tax liability. 


Stock-Redemption Arrangements for 
Death — Present Atmospheric 
Conditions 
ROBERT J. LAWTHERS, Journal of Ameri- 
can Society of Chartered Life Underwriters, 
Winter, 1959 (3924 Walnut Street, Philadel- 
phia 4; $1.50). 

Subsequent to the decisions in the 
Casale, Prunier, Sanders, and Holsey 
cases, the storm clouds have cleared up 
over stock redemption agreements com- 
prehending the transfer of the stock of a 
corporation owned by diverse interests. 
Serious problems still exist in stock re- 
demptions of family corporations. In 
light of these four decisions, the author 
discusses the accumulated earnings tax, 
the attribution rules and recommenda- 
tions as to their application, section 303 
redemptions and corporate redemptions 
generally. Notwithstanding favorable tax 
treatment, he questions whether stock- 
redemption agreements implemented by 
corporation-carried insurance may be the 
best plan in all cases. Alternate plans 
are suggested. 


How Partnerships Use Disability Pro- 
visions in Buy-Out Agreements 
MORRIS R. FRIEDMAN, The Journal of 
Taxation, January, 1960 (147 E. 50th St., 
New York 22; $1.50). 

The author discusses the part accident 
and sickness insurance coverage may 
play in partnership buy-out agreements 
and the tax effect it may have upon the 


estate of a deceased partner. He also 
considers the income tax benefits that 
may accrue to a partner and to the part- 
nership in carefully providing for acci- 
dent and sickness insurance. 


Employee Benefit Plans and Federal 

Reporting Requirements 

JOHN J. GILHOOLEY, New York Certified 

Public Accountant, December, 1959 (355 Lex- 

ington Avenue, New York 17; $.50). 

The philosophy of the Federal Welfare 
and Pension Plans Disclosure Act mini- 
mizes government involvement in the ad- 
ministration of employee benefit plans. 
The basic responsibilities of the Secre- 
tary of Labor are to draft reporting 
forms and to receive and make available 
for public examination the plan descrip- 
tions and annual reports. The author 
analyzes the reporting features of the 
Act and indicates its shortcomings in- 
cluding the need for specific investiga- 
tory and enforcement authority and the 
necessity of uniform interpretation of 
the law through the issuance of rules and 
regulations by the Secretary of Labor. 


Dominion and Control in Taxation of 

Trusts 

ROLAND K. SMITH, Taxes, December, 1959 

(4025 W. Peterson Ave., Chicago; $.75). 

In the much discussed State Street 
Trust Co. case, 263 F. 2d 635, the Court, 
in holding that the corpus of a trust 
was to be included in the settlor-trustee’s 
estate for tax purposes, determined that 
the standard boiler-plate powers clauses 
of the trust instrument gave the trustee 
such dominion and control over the trust 
property that he could effect .a_ sub- 
stantial shift of the economic benefits 
between remaindermen and the life ten- 
ants. The author believes that the de- 
cision is erroneous because it is unreal- 
istic. In recent years, the powers pro- 
visions have been expanded, not to alter 
the interests of beneficiaries, but to effect 
more efficient trust administration. The 
writer calls for legislation in both the 
estate and gift tax sections of the code 
similar to those sections relating to 
dominion and control of trust income. 


Income in Respect of a Decedent 


GEORGE W. WINDHORST, Jr., Taxes, 
December, 1959 (4025 W. Peterson Ave., Chi- 
cago; $.75). 

A proper understanding of the taxa- 
tion of income in respect of a decedent 
is attainable through a knowledge of the 
historical development of Section 691 
and the predecessor sections of the In- 
ternal Revenue Code. Section 691 does 
not define the term “income in respect of 
a decedent,” but its present scope is de- 
terminable from other sections of the 
Code and the decisional law. Some of 
the areas of “income in respect of a de- 
cedent” in which tax planning are im- 
portant are installment sales, deferred 
compensation contracts, charitable be- 
quests, and the marital deduction. 
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OBLIGATION TRUSTS 
(Continued from page 19) 


This Regulation apparently is based 
on the philosophy that if a legal obliga- 
tion of a non-beneficiary is discharged 
or satisfied, then such person having 
such legal obligation is indirectly the 
beneficiary. This Regulation has never 
been directly upheld or attacked in any 
Court to this author’s knowledge. If 
supported, it is broad enough to make 
income of a trust set up by a wife, which 
was used for the support and mainten- 
ance of a child, taxable to the husband. 
If the wife’s act in setting up the trust 
for the benefit of the child is done with- 
out consideration flowing from the hus- 
band to the wife, it is the author’s 
opinion that there is no provision in 
IRC 662 requiring the inclusion by the 
husband of the amounts of income of a 
trust used in satisfaction of his legal 
obligations. 

Provisions as to “obligations of sup- 
port” are very definitely set forth in 
Sections 677(b) and 678(c). It would 
seem logical, therefore, that if Congress 
intended the inclusion of trust income 
because of a discharge of any person’s 
“obligation of support,” such matter 
would also have been specifically set 
forth in Section 662. There are many 
trusts set up by grandparents for their 
grandchildren which operate to dis- 
charge the legal obligation of support 
of the grandchildren’s parents. To the 
author’s knowledge, there are no cases 
wherein this Regulation has been used 
in litigation to charge the parent with 
the income so used. 


A AA 


e Russell C. Harrington, former Com- 
missioner of Internal Revenue, has been 
elected president of The Tax Institute, 
national research group. 


FEES FOR BUSINESSES 
(Continued from page 14) 


sponsibility or both, it would seem psy - 
chologically wise to express the fee ia 
terms of a percentage of the value of the 
property. Customers cannot verify the 
number of hours we work, and many are 
likely to resist the concept that an off. 
cer’s time is worth any reasonable sum 
we might state. A fee expressed in terms 
of a modest percentage of the value of 
the holding is, in my opinion, the best 
way of expressing the charge. 

e The corporate trustee must demon- 
strate courage and charge what its ser- 
vices are worth. If the trustee does not. 
it will find that handling’ businesses in 
trust is a highly unprofitable activity. 
The corporate trustee can succeed in this 
field only if it assigns able and experi- 
enced men to this work and then charges 
fees commensurate with the results pro- 


duced. 
A A A 


BooKLET ILLUSTRATES GROWTH OF 
PENSION FUNDS 


An illustrated booklet, “How A Pen- 
sion Fund Grows,” tells the story of pen- 
sion reserves in terms of what happens 
to employees year by year and how 
much money is needed to meet the ac- 
tuarial probabilities. Pictorial charts 
make vivid the factual statements con- 
cerning employee eligibility, total num- 
ber of pensioners, increases in benefits 
and therefore in needed reserves, and 
the point at which a balance may be 
expected. Published by Martin E. 
Segal & Co., Inc., New York, the booklet 
will be included in their annual report. 
It was written to answer the constantly 
recurring question, “Why do pension 
plans need such large reserves?” 








Panel at Annual Estate Planners Forum on theme “Personal Service Partnerships,” spon- 
sored by Solomon Huber Associates at New School for Social Research in New York on 
November 25th (left to right) : Morris R. Friedman, attorney; Mark H. Johnson, co-author 
of Rabkin & Johnson tax manuals; Melvyn Jay Huber, supervisor of the agency; Hugh M. 
MacKay, vice president, State Mutual Life Assurance Co.; Max Block, C.P.A. 
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Increased Stock Transfer Load Seen 


At the annual conference of the New 
York Stock Transfer Association on 
December 5th, Chairman of the Confer- 
ence Joseph E. Williams, who is vice 
president of The Chase Manhattan Bank, 
quoted figures recently made public with 
respect to daily trading volume in listed 
shares, and an estimated projection 
envisaging averages of 8 to 10 million 
share days by 1980. This will mean more 
than double the volume of peak periods 
in 1958 and 1959. Corporations and 
their transfer agents, already hard 
pressed to keep abreast of present work 
loads, were cautioned to meet the antici- 
pated increase by making appropriate 
preparations as conditions permit. Of 
more immediate concern was the fore- 
cast of a greater volume of corporate 
equity financing expected during 1960, 
as disclosed recently at the I.B.A. An- 
nual Conference. 

Tied in with the above and the more 
widespread use of computer systems, Mr. 
Williams commented on the increased 
use of abbreviations which may be 
legally acceptable in the inscription of 
registered securities and the need for 
standardization in that area. As an ex- 
ample, he mentioned a single corpora- 
tion which presently has over 500,000 
accounts with inscriptions “as joint ten- 
ants with the right of survivorship and 
not as tenants in common.” This repre- 
sents the use of 7 million words not in- 
cluding the names of the joint tenants 
to merely inscribe the stock certificates. 
Various brokers, transfer agents, et al., 
are studying the feasibility of abbre- 
viations of such forms of registration 
and others and when some conclusion is 
reached, the results will be further re- 
viewed with counsel before possible gen- 
eral adoption, 

William J. Neil, assistant vice presi- 


dent of Morgan Guaranty Trust Co. of 
New York, reviewed the program being 
instituted by the United States Govern- 
ment in the “education” of stockholders 
in the need of reporting, for income tax 
purposes, dividends and interest received 
during the tax year. However, he stated 
Congress apparently is not relying too 
heavily upon the success of this pro- 
gram since committee hearings on the 
subject of direct withholding of tax on 
dividends and interest are continuing. 

William J. Rieber, chairman of the 
Association’s Standardization Commit- 
tee, conducted an open forum on stock 
transfer problems. Among the items dis- 
cussed by the members of the associa- 
tion were: federal documentary tax on 
warrants and rights attached to deben- 
tures, address changes on corporate 
records, insufficient or poor instructions 
for transfer on items received through 
the mail and the problem of the succes- 
sion of custodians in the case of stock 
registered under the now repealed Cali- 
fornia Model Gifts of Securities to 
Minors Act. George E. Wasko, Transfer 
Agent for Atchison, Topeka & Santa 
Fe Railway and a member of the As- 
sociation’s Executive Committee, an- 
swered technical questions raised by the 
members in their experiences with fidu- 
ciary transfers under the new “Simplifi- 
cation Acts.” 

In closing the conference Mr. Wil- 
liams referred to the need for an outside 
independent registrar for stock, the 
Massachusetts Commercial Code, and the 
pilot operation of the Central Deposi- 
tary System. 

At the dinner which followed the con- 
ference Francis T. Christy, attorney and 
widely recognized authority on stock 
transfer problems and related legisla- 
tion, was the guest of the Association. 


Pennsylvania Fiduciaries Act 


Amended* 


After nearly 12 years of operation, 
the Fiduciaries Act received rather ex- 
tensive alteration at the hands of the 
Pennsylvania legislature on November 
10, 1959. Some of the changes were in- 
dicated by experience and others merely 
by the erosion of the purchasing power 
of the dollar. All were recommended by 
the Joint State Government Commission 
which drafted the original Act. 

In Sections 202 and 731 relating to 
the settlement of small estates, the limit 
was increased from $1,500 to $2,500 
gross value. The family exemption un- 
der Section 211 was increased from $750 
to $1,000. 

Section 305 was changed in phrase- 
ology in regard to the rights of creditors 
to apply for letters of administration. 
Previously they were described as “cred- 
itors of the estate’; now they are 
“creditors of the decedent at the time 
of his death.” This appears to be aimed 
at excluding undertakers. 

Section 506 previously authorized a 
personal representative to invest during 
administration in U. S. and Pennsyl- 
vinia bonds. Where there is a trust un- 
der a will to follow, the trustee gener- 
ally is given broad investment powers 
by the will. Excess cash distributed by 
the personal representative to the trus- 
tee for investment prior to final dis- 
tribution can result in the distribution 
being taxed as ordinary income to the 
trustee. The 1959 amendment offers a 
solution by providing that the personal 
representative shall have the same in- 
vestment powers as the trustee. Thus 
the investments can be made directly by 
the personal representative, retained 
until final distribution, and turned over 
to the trustee for retention as perma- 
nent investments. 

Paragraphs (b) and (c) were added 


(Continued on page 74) 


*Reported by E. C. Shapley Highley of Phila- 
delphia, contributing editor for Pennsylvania. 
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GEORGE C. MARSHALL, General of the 
Army, bequeathed his tangible personal 
property to his wife and directed that 
the remainder of his estate be held in 
trust, the income to be paid to his wife 
during her life and upon her death, the 
corpus to be distributed to his step- 
daughter, if living, otherwise to her 
issue per stirpes. A nominal probate 
value of $5,000 was placed on the estate, 
but the Court Clerk set a bond of 
$100,000 for Mrs. Marshall and the First 
and Merchants National Bank of Rich- 
mond, Va., who were named co-executors 
and co-trustees in the will. The corporate 
trustee, in its sole discretion, is author- 
ized to use principal for Mrs. Mar- 
shall’s “welfare, maintenance and sup- 
port.” 


General Marshall declared that the 
bank is to receive its usual commissions 
for services but that his wife (or step- 
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daughter, if his wife dies) is to serve 
without compensation. During his life- 
time, General Marshall had presented his 
papers to the Foundation bearing his 
name which had been established by his 
alma mater, the Virginia Military In- 
stitute at Lexington. The executors are 
directed to pay all estate and inheritance 
taxes out of the estate including those 
on property not passing through their 
hands. 


Louis S. CATEs, former president and 
late chairman of Phelps Dodge Corp., 
left the greater part of his estate in trust 
for his wife, daughter and her issue. 
The will provides for cash legacies for 
three employees and directs that testa- 
tor’s Connecticut residence be left to 
his wife for the period of her life, or 
so long as she desires to retain it as 
her residence, and that it shall then 
pass to his daughter or her issue then 
living. 

Mrs. Cates and the daughter are the 
first and second income beneficiaries of 
a trust consisting of three-fourths of 
the residuary estate. The principal of 
the trust is to be distributed to the issue 
of the daughter in such shares as she 
may direct in her will. However, if de- 
cedent’s wife survives his daughter, the 
issue of the daughter become the second 
income beneficiaries and receive the pow- 
er to appoint the principal by their wills. 
The income from a second trust, com- 
prised of the remaining one-fourth of 
the residuary estate, is to be paid to 
the daughter during her life and the 
principal is to be distributed in a man- 
ner similar to that of the first trust. 

After the death of decedent’s wife, 
the trustees may invade the principal 
of the trusts. The corporate trustee is 
granted the power to terminate any of 
the trusts if there occurs a general 
change in conditions which the testator 
could not have foreseen and the continua- 
tion of the trusts would be prejudicial 
to the interests of the beneficiaries. The 
Hanover Bank of New York City is 
named co-executor and co-trustee with 
the widow and daughter. 


HowarpD GOULD, only surviving son of 
railroad financier Jay Gould, left an 
estate estimated at $64,000,000, the bulk 
of which is to be distributed in equal 
shares to the grandchildren of the testa- 


tor’s deceased brother George and his 
first wife, and to the grandchildren of 
his sister, the Duchess of Talleyrand. 
In the event any of the named grandnieces 
or grandnephews do not survive the 
testator, their shares are to be divided 
among their issue per stirpes. The will 
also provides for the distribution of the 
prizes won by decedent’s sailing yachts 
“Viligant” and “Niagara,” and names 
several friends, a nephew and a grand- 
niece as the recipients of cash legacies 
totaling $375,000. The income of a 
$100,000 trust is to be distributed in 
perpetuity to the Jay Gould Memorial 
Reformed Church in Roxbury, N. Y. 
Chase Manhattan Bank of New York 
City is named trustee and co-executor. 


RoGER WILLIAMS, vice president of 
Newport News Shipbuilding and Dry 
Dock Co., left his personal property 
to his wife to be distributed among his 
family as indicated in decedent’s mem- 
orandum or as his wife deems fair and 
equitable. He named his wife income ben- 
eficiary of two trusts comprised of equal 
shares of the remainder of his estate. 
At her death the principal of the first 
trust is to be distributed as Mrs. Wil- 
liams directs in her will, or on her failure 
to exercise this power, to testator’s issue 
living at the death of his wife or their 
heirs in equal shares per stirpes, who are 
also the remaindermen of the second 
trust. 

The will directs that decedent’s home 
in Columbia County, N. Y., shall be in- 
cluded in the principal of the second 
trust and that Mrs. Williams shall be 
permitted to live there as long as she 
desires, free from liability for the pay- 
ment of rent, taxes or other charges. 
The trustees are granted the authority 
to invade the principal of the first trust 
if the annual income available to the 
widow from all sources does not total 
$5,000, but such authority may be exer- 
cised only upon the written request of 
the widow and only to the extent neces- 
sary to complete the $5,000 minimum 
fund. Testator’s son and The Hanover 
Bank of New York City are named co- 
executors and co-trustees. 


PauL V. GALVIN, founder and chair- 
man of Motorola, Inc., named his son 
and Harris Trust and Savings Bank of 
Chicago executors of his estate estimated 
at $13,000,000. After a number of be- 
quests payable in cash or Motorola stock, 
Mr. Galvin left one-half of the estate to 
his widow. The remainder after payment 
of taxes and administration expenses is 
left in trust “in perpetuity exclusively 
for charitable, scientific, religious, liter- 
ary and educational purposes” subject to 
an annuity to an aunt. Mrs. Galvin and 
the bank are the trustees. 


JONATHAN W. PETERSON, president, 
United States Tobacco Co., named Irving 
Trust Co., New York, as executor. 
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ESTATE TAX 


Value set in partnership option agree- 
ment controlling for estate tax purposes. 
Partnership agreement restricted right 
of decedent to transfer his partnership 
interest and granted surviving partners 
irrevocable option to purchase his inter- 
est after death at book value. As of 
decedent’s death, fair market value of 
his interest exceeded book value. Execu- 
tor returned decedent’s interest at book 
value. Commissioner determined that 
value of decedent’s interest in partner- 
ship was his pro rata share of fair 
market value of partnership’s net assets. 


HELD: For estate. Partnership con- 
tract was valid agreement, entered into 
for good business purpose, and to insure 
continuity of business. Decedent was re- 
stricted during lifetime from disposing 
of interest at fair market value without 
consent of other partners. Value of de- 
cedent’s interest is, therefore, amount of 
his capital account. Fiorito, Exrx. v. 
Comm., 32 T.C. No. 51, Nov. 30, 1959. 


Saving of income taxes constitutes mo- 
tive associated with life. Decedent, at age 
eighty-seven years, transferred to his 
son, as trustee, one-fifth undivided in- 
terest in certain business realty. Ap- 
proximately nine months later, he died 
of cerebral accident. Although he had 
no ailments to cause apprehension of 
impending death, he had been hospital- 
ized at numerous times. Testimony by 
decedent’s son showed that decedent 
was unalterably opposed to entire theory 
of income taxes, but he had never ex- 
pressed any strong reaction to estate 
taxes. Transfer in question materially 
reduced his income taxes. In further 
support of his motive to save income 
taxes was fact that at approximately 
same time he purchased annuity payable 
over ten years, which brought his net 
income up to approximately same 
amount as it was before gift. 


HELD: Transfer was not in contem- 
plation of death. Although there were 
many factors weighing both in favor 
and against estate’s contention that 
transfer was not made in contemplation 
of death, Court placed its final emphasis 
upon decedent’s desire to avoid income 
tax. This, it concluded, constitutes true 
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life motive. M. D. Lockwood, Jr., Exr. 
v. U. S., D.C. S.D. N. Y., Dee. 8, 1959. 


Valuation of minority interests of 
closely held corporation. At time of dece- 
dent’s death, he owned minority inter- 
est in closely held corporation. Stock 
was not listed on any exchange and was 
not readily saleable on open market. Es- 
tate set value at $850 per share. Com- 
missioner determined value to be $1,150 
per share, based primarily on book value 
of assets, considerable portion of which 
consisted of cash and other quick assets. 


HELD: Value of stock $860 per share. 
Court pointed out that over period of 
several years prior to decedent’s death, 
gross profits and net income were down- 
ward. Estate contended that actual sales 
prices of stock were best evidence of 
value. Court noted that due to inter- 
family relationship of parties to these 
sales, and need on part of estate to 
raise funds to meet expenses, sales were 
not at arm’s length or under normal 
conditions. Est. of M. K. Miller v. 
Comm., 18 T.C.M. T.C. Memo 1959-235, 
Dec. 14, 1959. 


Marital deduction denied for widow’s 
allowance. Decedent bequeathed all his 
personal property and life estate in his 
real property to his wife. Pursuant to 
Ohio law, which provides that allow- 
ance be made for widow’s support for 
twelve months from decedent’s death, 
she received $3,000. She also received 
$2,500 as personal property, which was 


exempt from administration under state 
law. These sums are treated as debts 
and preferred claims respectively against 
estate under Ohio law. Personal prop- 
erty devised to widow had to be sold to 
satisfy decedent’s debts. Widow then ad- 
vanced her own funds to estate and sat- 
isfied her claims by paying herself stat- 
utory allowances. Estate claimed marital 
deduction for both $3,000 and $2,500 
amounts. Commissioner denied deduction. 

HELD: For Commissioner. Claims 
were not paid from assets of estate, and 
thus statutory allowances did not pass 
from decedent to surviving spouse. To 
qualify for marital deduction, interest 
must pass from decedent to widow. Est. 
of J. H. Denman v. Comm., 33 T.C. No. 
44, Nov. 30, 1959. 


INCOME TAX 


Stockholder not taxable on proceeds of 
policy on president’s life. Corporation 
was owner of life insurance policy on 
life of its president, and paid all pre- 
miums thereon. At date of death of in- 
sured, taxpayer-stockholder was one of 
two beneficiaries of policy. Commission- 
er contended that proceeds were taxable 
dividend from corporation to benefici- 
aries. Tax Court held that contract was 
wagering contract and proceeds were 
subject to taxation. 

HELD: Tax Court reversed. Whether 
contract of insurance is valid is to be 
determined under state law. Under Ohio 
law, owner had insurable interest and 
had right to designate beneficiary, irre- 
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spective of whether such beneficiary has 
insurable interest. Contract was, there- 
fore, valid at its inception and cannot 
be held to be wagering contract. Pro- 
ceeds would not constitute dividend since 
payment was not made by corporation 
but by insurance company. Proceeds 
were never assets of corporation. Ducros 
et al. v. Comm., 6th Cir., Nov. 25, 1959. 


Income from single-premium endow- 
ment policies constituted ordinary in- 
come. Taxpayer purchased ten single 
premium ten-year endowment policies on 
lives of his children and one son-in-law. 
Policies were purchased with funds ob- 
tained from bank loan. Prior to 1942, 
taxpayer claimed deduction for interest 
paid on loan; however, for subsequent 
years, he was permitted no deduction 
for interest paid, pursuant to section 
24(a) (6) of 1939 Code which came into 
effect in 1942. Policies matured in 1948 
and 1949. Commissioner determined that 
amount by which proceeds exceeded pre- 
miums paid constituted ordinary income. 
Taxpayer contended that excess should 
be treated as capital gain and that por- 
tion of interest paid on loan and not 
deducted should be considered part of 
cost. Taxpayer paid deficiency and in- 
stituted suit for refund. District Court 
upheld Commissioner’s position. 

HELD: District Court sustained. Un- 
der section 22(b)(2)(A) of 1939 Code, 
amount by which proceeds received un- 
der endowment contract exceed aggre- 
gate premiums or consideration paid is 
to be included within gross income (See 
section 72 of 1954 Code for exclusion 
ratio treatment under present law). In- 
terest on funds borrowed to purchase 
endowment policy do not constitute any 
part of consideration paid for policy. 
Chapin et al. v. McGowan, 2d Cir., 
Nov. 27, 1959. 


REVENUE RULINGS 


Income Tax: Excess capital gains de- 
duction on termination of trust allowable 
to beneficiaries. Taxpayers were benefi- 
ciaries of testamentary trust. In year 
trust terminated, by virtue of deduction 
for amounts required to be distributed to 
beneficiaries, taxable income of trust was 
reduced to zero. After excluding portion 
of gains from sales of capital assets re- 
quired to be included in income of bene- 
ficiaries, pursuant to section 1202 of 1954 
Code, trust had available to it as deduc- 
tion from its gross income, 50% of 
amount by which net long term capital 
gains exceeded net short term capital 
losses. 


Service rules that excess capital gains 
deduction qualifies as excess deduction 
upon termination of trust. Such deduction 
qualifies under section 642(b)(2) of 1954 
Code as deduction to beneficiaries suc- 
ceeding to property of trust. It is to be 
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allocated among beneficiaries proportion- 
ately according to their respective shares 
in trust corpus. Rev. Rul. 59-392, I.R.B. 
1959-50, p. 16. 


Income Tax: Part of gain on sale of 
intestate’s realty taxable to estate. Dece- 
dent died intestate. He owned various 
parcels of real estate in North Carolina 
which under state law devolved to sev- 
eral heirs. Personal estate was insufficient 
to meet the debts and charges of admin- 
istering the estate, and it became ne- 
cessary to sell realty to raise funds. Pro- 
ceeds received upon sale exceeded bases 
of properties. Under North Carolina law, 
in case of intestacy, real property de- 
scends directly to heirs and is not sub- 
ject to control of administrator. Where 
personal estate is not sufficient to pay 
debts, however, and real property is sold, 
proceeds are deemed personal assets in 
hands of administrator. Thus, in making 
sale, income was realized on behalf of 
both administrator and heirs. 


Service rules that only that part of 
gain from sales in proportion to portion 
payable to administrator to discharge 
debts is includible in gross income of 
estate. Balance is not chargeable to es- 
tate. Rev. Rul. 59-375, ILR.B. 1959-48, p. 7. 


Income Tax: Deduction for amounts 
paid out of irrevocable employee trusts 
to employee-beneficiaries. In case of Rus- 
sell Manufacturing Co. v. United States, 
175 Fed. Supp. 159, Court of Claims held 
that taxpayer is entitled to deduction for 
amounts of compensation paid out of ir- 
revocable employee trusts to employee- 
beneficiaries, notwithstanding fact that 
under trust agreements, employees’ 
rights were forfeitable at time taxpayer 
made contributions to trust. 

Service’s position is that section 29.23- 
(p)-11 of Regulations 111, as amended 
by Treasury Decision 5666, C.B. 1948-2, 
34 at 46, which provides that “if an 
amount is paid during the taxable year, 
but the rights of the employee thereto 
are forfeitable at the time the amount 
is paid, no deduction is allowable for such 
amount for any taxable year” is control- 
ling. Court of Claims, however, takes 
position that amount is deductible under 
provisions of section 23(p)(1)(D) of 1939 
Code ((401(a)(5) of 1954 Code) and 
that Regulations do not properly reflect 
intention of this section. 

Service will not follow Court of Claims 
decision, and has stated that disputed 
regulations will not be changed. Rev. Rul. 
59-384, I.R.B. 1959-49, p. 31. 


Income Tax: Payments by insurance 
company directly to beneficiary of pen- 
sion trust does not affect exemption 
status. Company had qualified employees’ 
pension plan and trust which was exempt 
from taxation under section 501(a) of 


1954 Code. Benefits under plan were 
funded by group annuity contract with 
insurance company. As matter of admin- 
istrative convenience, trustees desired t« 
have retirement, death and _ severanc« 
benefits paid directly to beneficiaries by 
insuror, 

Service holds that where payments are 
paid directly by insurance company, pay- 
ments will be considered to be distributed 
from trust for purposes of exemption 
status. Rev. Rul. 59-401, I.R.B. 1959-51, 
p: ii. 


FIDUCIARIES ACT 
(Continued from page 71) 


to Sections 509 and 941 whereby per- 
sonal representatives and trustees are 
permitted to delegate to one of their 
number the authority to act on subscrip- 
tion rights and fractional shares. This 
would allow a bank acting with an in- 
dividual to make a prompt decision in 
these matters. 

A sentence was added to Section 515 
empowering the Orphans’ Court to au- 
thorize the fiduciary of an incompetent 
personal representative to make the 
transfers and assignments necessary to 
carry out the decree of distribution. A 
similar change was made in Section 946 
relating to deceased and incompetent 
trustees. 

Sections 541 and 964 relating to the 
sale of real estate now authorize the 
personal representative to sell specific- 
ally devised real estate with the joinder 
of the specific devisee. This codifies 
what the practice had been, although in 
practice the spouse, if any, of the de- 
visee was also required to join. In Sec- 
tion 544, the definition of a power of 
sale was expanded to include the power 
to pledge property, although it already 
included the power to mortgage. 

Minor changes in phraseology were 
made in Section 1022 which excuses 
guardians of minors from entering se- 
curity under certain circumstances. 


[Changes in the Uniform Commercial 
Code affecting fiduciary transactions will 
be highlighted in the next issue.] 
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INVESTOR VIEW OF CAPITAL TAXES 


Proposals for relief which would both 
“increase revenues from the capital gains 
tax and tend to stabilize stock market 
fluctuations” were reiterated in the 
Federal Taxation committee report at 
the annual convention of the Investment 
Bankers Association last month. A 50% 
reduction in effective rate was proposed, 
as was a full reinvestment allowance 
similar to that allowed home owners on 
sale and purchase, a suggestion made 
editorially in TRUSTS AND ESTATES in 
November 1958, which also pointed to 
the injustice of taxing “gains” due to 
inflation. 


TRUSTS AND ESTATES 
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CHARITABLE TRUSTS — Attorney 
General Has No Right to Intervene 
in Contest of Will Creating Foun- 
dation 
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Kentucky—Court of Appeals 


Commonwealth ex rel. Ferguson v. Gardner, 
327 S.W. 2d 947. 


Two instruments were admitted to 
probate by the County Court as the will 
of the decedent. They purported to give 
the bulk of the estate to a trustee for 
the benefit of a charitable foundation 
which was in existence at the death of 
the decedent. An appeal from the order 
admitting the will to probate was taken 
to the Circuit Court by the sole heir-at- 
law. Thereafter, the Attorney General 
of Kentucky moved to intervene as a 
party to the action in the Circuit Court 
in order to protect the interests of the 
charitable foundation. The Circuit Court 
entered an order denying the motion to 
intervene. 


HELD: Affirmed. The statutes con- 
tain no provision with respect to the 
duty or right of the Attorney General to 
act in behalf of charities or charitable 
trusts, although the Court of Appeals 
has recognized the power of the Attor- 
ney General to supervise the administra- 
tion of established charitable trusts. 
KRS 15.020 provides that the Attorney 
General: “shall exercise all common 
law duties and authority pertaining 
to the office of the Attorney-General 
under the common law, except when modi- 
fied by statutory enactment.” The “com- 
mon law” refers to the common law of 
England prior to 1607. Since the Attor- 
ney General failed to show that the At- 
torney General of England had the 
power, prior to 1607, to intervene in a 
will contest on behalf of a charitable 
beneficiary, there is no authority for such 
intervention under the laws of Ken- 
tucky. 

Moreover, the sole issue before the 
Circuit Court was whether the papers 
in question were the last will and testa- 
ment of the decedent and until this issue 
was decided, there was no charitable 
gift and no administration to be super- 
vised. It would place an undue burden 
and expense upon the Commonwealth if 
the Attorney General were required to 
intervene in such contest. Furthermore, 
as charitable gifts are exempt from Ken- 
tucky inheritance tax, such intervention 
would place the Attorney General in the 
inconsistent position of seeking to estab- 
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lish the validity of a will when the state 
would benefit by its invalidity. 


CLaims — Debt to United States 
Has Priority Over Debt to Physi- 
cian for Services in Last Illness 


Washington Supreme Court 

In re Shoptaw’s Estate, 343 P. 2d 740, 154 

Wash. Dec. 734. 

A physician rendered extensive ser- 
vices to the deceased during her last 
illness, and filed a claim against the 
estate for $3,820. The United States 
filed a claim for $102,470 for income 
taxes. Both claims were allowed by the 
executor as debts of the decedent, but 
no payments were made thereon. After 
expenses of administration, $14,118.70 
remained in the estate. The Superior 
Court ordered that after making allow- 
ance for expenses of administration, $3,- 
116 be paid to the doctor, and the bal- 
ance of the estate be applied on the 
claim of the United States. The United 
States appealed, asserting priority. 

HELD: Reversed. The Washington 
statute gives priority to the physician’s 
claim as an expense of the last sickness, 
but the Federal statute (31 U.S.C.A. 
191) provides that when the estate of 
a deceased debtor is insufficient to pay 
all debts “the debts due to the United 
States shall be first satisfied.” Where 
the state and Federal statutes are in 
conflict, the Federal law must prevail. 
(The Court remarked that times have 
changed since the Federal statute was 
enacted in 1797 and that a congressional 
reappraisal of the justice of this statute 
would seem to be in order.) 


COMMUNITY PROPERTY — Cannot Be 
Converted Into Separate Property 
by Registering Savings Bonds in 
Name of One Spouse 

Washington Supreme Court 


In re Allen’s Estate, 343 P. 2d 867; 154 
Wash. Dec. 748. 


The administrator, husband of dece- 
dent, did not include $2,500 of Series 
“E” United Savings Bonds, registered 
in his name as owner, in the inventory 
of the community estate, claiming that 
under Treasury regulations providing 
that the registration of such bonds shall 
be conclusive evidence of ownership, the 
bonds were his separate property. The 
bonds were purchased after marriage, 
and paid by deductions from the hus- 


band’s wages. The Probate Court direct- 
ed that these bonds be inventoried in 
the estate. The Probate Court also re- 
quired the administrator to inventory as 
part of the community estate certain 
stocks in a trading account which the 
husband claimed as his separate prop- 
erty through funds owned by him prior 
to his marriage to the decedent. 


HELD: Affirmed. It is undisputed 
that the Series “E’’ bonds were pur- 
chased with community funds. The 
bonds were, therefore, community prop- 
erty. Irrespective of the Treasury regu- 
lations, one spouse cannot transform 
community property into separate prop- 
erty by the purchase of U. S. bonds. 


The stocks in question were purchased 
after the marriage. No record was kept 
of the separate and the community prop- 
erty of the parties. The presumption is 
that property acquired after marriage 
is community property. The presumption 
is rebuttable, but the burden of proof 
is on the spouse asserting the separate 
character of the property. When sepa- 
rate funds are commingled with com- 
munity funds so that it is impossible to 
distinguish between the two, the funds 
become community property by the 
process of commingling. The husband’s 
unsupported statement that the stocks 
were his separate property is not suffi- 
cient to overcome the presumption that 
the stocks were community property. 


DISTRIBUTION — Alien Heirs Not En- 
titled to Inherit 


Oregon—Supreme Court 


In re Estates of Christoft; Michailoft; Cherna- 
coff: State Land Board v. Rodgers, 69 Ore. 
Adv. Sh. No. 11, p. 801. 


The three individuals named in the 
separate estates were residents of Ore- 
gon who died intestate leaving heirs who 
were residents of Bulgaria. One of the 
decedents was the owner of real prop- 
erty as well as personalty. In each estate 
proceeding, the United States Attorney 
General, as Alien Property Custodian, 
filed a Vesting Order under the Trading 
with the Enemy Act, seeking to vest in 
himself for the benefit of the United 
States whatever right each group of Bul- 
garian heirs had in the respective estates. 

After commencement of probate the 
State of Oregon filed a petition to have 
the personal property escheated to the 
Oregon State Land Board, pursuant to 
the statutes of Oregon. Under the Oregon 
statutes, the right of aliens not residing 
within the United States to take per- 
sonal property by inheritance is de- 
pendent upon a reciprocal right upon the 
part of the citizens of the United States 
to take personal property or the pro- 
ceeds thereof in like manner within the 
countries of which said aliens are in- 
habitants or citizens and the right “to 
receive,” by payment to them within the 
United States or its territories, moneys 


75 











originating from estates of persons dy- 
ing within such foreign countries. The 
burden of proof in such case rests upon 
the non-resident alien claiming as an 
heir. The evidence showed that the laws 
of Bulgaria, regarding trade with for- 
eign currencies, provided that all trans- 
actions with foreign curencies are re- 
quired to be conducted under the control 
of the Bulgarian National Bank. The 
trial court made an order vesting the 
property in the State by escheat. 

HELD: Affirmed. Considerable au- 
thority rested within the Bulgarian Na- 
tional Bank or its officers to determine 
in their sole discretion the right of an 
American citizen to receive from an 
estate in Bulgaria. In view of the pro- 
visions of the Oregon statute on the 
rights of aliens, the Bulgarian heirs have 
no claim to the personal property of any 
of the estates. 


Joint TENANCY — Account Designa- 
tion Not Variable by Parol Evi- 
dence 


Ohio—Court of Appeals 
In re Estate of Voegeli, 161 N.E. 2d 778. 


Decedent opened six deposit accounts 
each in his name and the name of one 
of his children. The accounts were in 
joint and survivorship form. On the sig- 
nature cards for four of the accounts, 
only the decedent signed. Several of the 
accounts bore notations not to give out 
information to anyone. The evidence in- 
dicated the decedent retained possession 
of the passbooks and that several of the 
children probably did not know of the 
existence of the accounts. The Probate 
Court, on exceptions to the inventory of 
the estate, held that the accounts were 
not joint and survivorship accounts and 
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were therefore properly included in th: 
inventory as assets of the estate. 

HELD: Reversed. Joint and _ sur- 
vivorship bank accounts are well re- 
cognized under Ohio law. Where the 
contract of deposit is clear and unam- 
biguous, parol evidence is inadmissible 
to show a contrary intention. The sig- 
nature of the one who creates the ac- 
counts is sufficient to establish the joint 
and survivorship relation, without the 
necessity of having the signature of the 
other depositor. Knowledge of the ac- 
count by the other depositor is not a 
prerequisite to creation of a joint and 
survivorship account. 

Although circumstances may tend to 
show the decedent’s desire to retain 
complete control during his lifetime, 
they do not overcome the clear intention 
expressed in the contracts of deposit to 
create a vested survivorship interest in 
such accounts in the children. As joint 
and survivorship property, the accounts 
were not includible in the probate estate. 


LIFE TENANT & REMAINDERMAN — 
Allocation of Expenses, Taxes, etc., 
Against Principal and Income 

California—District Court of Appeal 
Estate of Toler, 174 A.C.A. 823 (Oct. 27, 1959). 


Decedent, who died in 1946, gave 
residue of her estate to her brother for 
life, “with the right to the full use and 
benefit of all of the rents, issues and 
profits therefrom,” with remainder over 
to designated persons. Order settling 
final account and for distribution from 
which this appeal was taken was made 
in 1957. 

HELD: (1) The term “rents, issues 
and profits” is substantially synonymous 
with “income.” 

(2) Operational expenses of _ real 
property involved were chargeable to 
income. Charging of taxes to corpus in 
any year in which a loss occurred was 
proper. 

(3) Accounting having been deter- 
mined to run on annual basis, life ten- 
ant was correctly allowed 4% interest 
on annual amounts of income payable 
to him but remaining unpaid. Such in- 
terest should run in favor of life tenant 
until final distribution. 

(4) Amounts received from oil leases, 
no oil or gas having been found, should 
be treated on same basis as ground 
rents. 

(5) Executor acted properly in per- 
mitting life tenant to live in certain 
residence property belonging to estate 
and was not chargeable with rental 
value of that property. 

A A A 

e Estate of Stauffer, 169 A.C.A. 406 
(abstracted June 1959 p. 638) holding 
that attorneys’ fees should be preferenti- 
ally charged against intestate portion 
under Section 750, Cal. Probate Code, 
has in effect been affirmed, 53 A.C. 125. 
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LIFE TENANT & REMAINDERMAN — 
Only Stock Dividends. Linked to 
Earned Surplus Are Allocable to 
Income Beneficiaries 


New York—Court of Appeals 
Matter of Bingham (not yet reported) 


During the life of the income benefi- 
ciary of a trust created in 1915, the 
trustee received a distribution from 
Standard Oil of Indiana one new 
share for each share held by the trustee. 
Contemporaneously with this distribu- 
tion, the corporation transferred to its 
capital account amounts from capital 
surplus and earned surplus — about 
57% of the surplus so transferred being 
earned surplus and about 43% capital 
surplus. The trustee allocated to income 
about 57% of the distribution and allo- 
cated the balance to principal. 


The trustee also received a distribu- 
tion from Borg-Warner two new 
shares for each share held. Contempor- 
aneously with this. distribution, the 
corporation transferred to its capital 
account amounts from capital surplus 
and earned surplus — about 16% of the 
surplus so transferred being earned sur- 
plus and about 84% capital surplus. The 
trustee allocated to income about 16% 
of the distribution and allocated the bal- 
ance to principal. 

The executors of the life beneficiary’s 
estate contended that all stock distribu- 
tions attributable to capitalization of 
earnings should be allocated to income, 
to the extent that the “intact value” of 
the trust’s original investment is not 
impaired. 


HELD: The rule of Matter of Os- 
borne, 209 N.Y. 450, that the “intact 
value” of principal must be preserved, 
is a minimum safeguard below which 
the principal may not be reduced. That 
rule is a limitation on the rights of 
income and was not intended to be a 
jumping-off place above which income 
could claim everything. A transfer from 
capital surplus to capital stock does not 
constitute a capitalization of earnings 
which entitles the income beneficiary to 
the accompanying’ stock distribution 
that is attributable to such capital sur- 
plus. The trustees correctly allocated to 
income only the shares which could be 
linked to earned surplus. (Under Sec- 
tion 17-a, Personal Property Law, such 
stock distributions would be entirely al- 
located to principal in trusts created 
after 1926, unless the instrument shows 
a contrary intent). 


LivING Trusts — Trust Invalidated 
by Reason of Undue Influence 
Florida—District Court of Appeal 
Third District 
Bartsch v. Wirth, 115 So. 2d 18. 


Plaintiff sought to enforce an inter 
Vivos trust agreement made by dece- 
dent during his lifetime with a corpo- 
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rate fiduciary. The heirs of decedent in- 
tervened as defendants, after which the 
corporate fiduciary deposited the funds 
in the registry of the court and was 
dismissed from the action. The court 
found that the trust agreement was a 
part of an over-all scheme by plaintiff 
to systematically obtain all of decedent’s 
assets. 

HELD: The motives of the appellant 
were basically selfish and due to the 
confidence and fiduciary relationship 
existing between plaintiff and deceased, 
the burden of proof shifted to plaintiff 
to show that the gifts received from 
decedent were free of undue influence. As 
plaintiff failed to discharge this burden, 
the trust agreement was void. 


PERPETUITIES — Period Runs from 
Date Power to Revoke Ceased — 
“Second Look” Doctrine Applied 

Maryland—Court of Appeals 

Fitzpatrick v. Mercantile-Safe Deposit & Trust 

Co., 155 A. 2d 702. 

In 1876 real and personal property 
was transferred to a trustee for the 
benefit of settlor for life, remainder sub- 
ject to her special testamentary power 
of appointment. In the event the named 
trustee should die, resign or become in- 
capacitated, the trust became fully re- 
vocable by the settlor, or she had the 
option of continuing the trust by appoint- 
ing a new trustee. In 1895 the named 
trustee died, so that for a period of 
thirteen days before settlor appointed a 
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successor trustee, the trust could have 
been terminated. 

The settlor’s will purported to exercise 
the power of appointment in clear viola- 
tion of the rule against perpetuities if 
the period were reckoned as of the date 
of the creation of the trust. It was 
agreed, however, that the appointed in- 
terests were valid, reckoning from the 
date of the death of the original trustee, 
and the Chancellor so held. (T&E, March 
59, p.290) 

HELD: Affirmed. Even though the 
settlor’s husband would have acquired a 
dower interest in the realty of the trust 
had the settlor elected to revoke it, this 
does not represent a sufficient qualifica- 
tion of her power of revocation to de- 
feat the rule of “destructibility,” i.e. the 
rule that in trusts which are capable 
of being destroyed by the settlor, the 
period of perpetuities begins to run from 
the date that the power ceases to exist. 
Nor is the rule of destructibility here 
curtailed by the fact the power in the 
settlor to terminate the trust was con- 
tingent on the death, resignation or in- 
capacity of the named trustee. 

Henderson, J., dissented sharply on the 
ground that the rule of destructibility 
should not be invoked when any condi- 
tions precedent are attached to the power 
of revocation, and that if Maryland is to 
adopt the “wait and see” or “second 
look’? approach to perpetuities it should 
be done by legislative act rather than 
judicial decision. 


SPOUSE’S RIGHTS Bequest of 
“Statutory” Rights Measured by 
Law of Descent Rather Than of 
Renunciation 

Kentucky—Court of Appeals 
Ellenstein v. Rider, 327 S.W. 2d 945. 


Testator made the following provision 


for his wife: “If, when I die, a wife sur- 
vives me, such wife is to take her statu- 
tory rights only and no more.” The resi- 
due of his estate was given to an illegiti- 
mate daughter and her mother. 

KRS 392.080 provides that upon re- 
nunciation of a will the surviving spouse 
is entitled to one-half of the personal 
property and a one-third interest for life 
in the real property of the deceased 
spouse. KRS 392.020 provides that upon 
the death of a spouse intestate, the sur- 
viving spouse is entitled to an estate in 
fee of one-half of the surplus real estate 
and an absolute estate of one-half of the 
surplus personalty left by the decedent. 

The trial court held that the widow’s 
share in the estate was limited to one- 
half of the personal property and a life 
estate in one-third of the real property, 
the share of a surviving spouse upon 
renunciation of the will under KRS 
392.080. 


HELD: Reversed.- The quoted clause 
meant that the testator expressly de- 
vised and bequeathed to his wife a share 
of his estate, measured by the statutes 
of descent and distribution. The testator 
did not say in his will that his widow 
should take only such property as the 
statutes would give her upon renuncia- 
tion of the will. 


SPOUSE’S RIGHTS — Deed Recorded 
After Grantor’s Death Barred Hus- 
band’s Rights 


Colorado—Supreme Court 
Will v. Mills, Oct. 19, 1959. 


Bird Will married Harold Will in 
1938. In 1949 she executed a deed con- 
veying property to herself and her 
daughter in joint tenancy. This deed was 
recorded June 27, 1955 following the 
death of Bird Will on March 30, 1955. 
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Harold did not know of the existence of 
the deed until after Mrs. Will had died 
He brought this suit to set aside th 
conveyance on the grounds that the ex- 
ecution of the deed by his wife without 
his knowledge constituted a fraud upon 
his rights, and that there was not suffi- 
cient delivery of the deed. The daugh- 
ter counterclaimed for the rental value 
of the property for the time it was oc- 
cupied by Harold following the death of 
his wife. The trial court dismissed the 
action to set aside the conveyance and 
entered judgment against the husband 
for the rental value of the property. 
HELD: Affirmed. The deed was prop- 
erly delivered. The wife had the right 
to convey the property without the con- 
sent of her husband prior to his death, 
and the mere fact that the conveyance 
would deprive the husband of his right 
to inherit an interest in the property 
does not make it fraudulent or invalid. 
The daughter was entitled to the reason- 
able rental value of the property during 
the time it was occupied by the husband. 


WILLs — Construction — Determina- 
tion of “Legal Heirs” on Termina- 
tion of Trust 


Nebraska—Supreme Court 


Abbott v. Continental National Bank, 98 N.W. 
2d 804. 





I 


Testator, who died in 1923, by will | 


created a trust for his daughter, pro- 
viding that if the daughter predeceased 
her mother, and left no issue, the in- 
come was to be paid to the mother for 
life and “upon her death to pay the 
principal to my legal heirs.” The daugh- 
ter, who predeceased her mother, died 
without issue. 

HELD: It is a rule of property in 


Nebraska that upon the failure of an | 
§ befc 


express trust, the trustee holds the trust 
estate upon a resulting trust for the 
heirs of the testator as of the date 
of the failure of the trust. Where an 
heir is given the income from a trust, 
and remainder is “to my legal heirs”, 
it is not reasonable to assume that the 
life tenant was intended to share as a 
remainderman. The remainder interest 
is to vest in the legal heirs of testator 
upon termination of the trust. 


WILLs — Construction — Disinherit- 
ing Provisions Not Sufficient to Bar 
Pretermitted Heir 


California—District Court of Appeal 


Estate of Torregano, 175 A.C.A. 143 (Nov. 


6, 1959). 

Paragraph Second of decedent’s will 
provided that “ ... I am a widower 
and that I have no children, issue of 
my marriage; that my deceased wife’s 
name was Pearl C. Torregano; * * *.” 
Paragraph Fourteenth gave the residue 
to his brother or in the case of his de- 
cease to his wife and testator’s niece. 
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Paragraph Thirteenth devised to any 
person who may contest the will “or 
assert any claim to share in my estate 
by virtue of relationship or otherwise 
the sum of One Dollar * * *.” 

A person claiming to be decedent’s 
daughter appeared and asserted a claim 
as a pretermitted heir under Section 90, 
Cal. Probate Code, which provides in 
effect that where a testator fails to 
make provision for a child, the child 
shares in the estate unless it appears 
from the will that the omission was in- 
tentional. Lower Court entered a de- 
cree holding petitioner was not a pre- 
termitted heir. 

HELD: Reversed. Claimant should 
have been allowed to introduce evidence 
in support of her status as daughter. 
The will did not sufficiently indicate an 
intention that testator had intentionally 
omitted to provide for heirs other than 
those specifically mentioned. It could be 
concluded that he did not have petitioner 
in mind and did not intentionally fail 
to provide for her. 

NOTE: The case again illustrates the 
familiar rule that a testator, in order 
to disinherit heirs, must do something 
more than manifest an intention to dis- 
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sions against their sharing in his estate. 


' WILLS — Construction — Interpre- 


tation Will Be Adopted That Fav- 
ors Those Who Would Inherit Un- 
der Intestate Laws 


Washington—Supreme Court 
In re Tipp’s Estate, 343 P. 2d 566; 


Wash. Dec. 717. 
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Testatrix bequeathed $20,000 in trust 
her sister, the appellant, Helen 
Whiting, to be paid to her at the rate 
of $100 per month, and if the sister died 
before the trust estate was exhausted 
any unused portion was to be distributed 
to the residuary legatee. The residue 
was bequeathed to decedent’s husband, 
Ben, and if he did not survive, to a 
trustee in trust for three daughters. 

The total community estate was ap- 
praised in excess of $460,000. Ben, as 
executor, distributed to the trustee of 
the sister’s trust the total amount of the 
bequest for the sister, plus $3,048.43 
representing the amount of income the 
funds would have earned in the hands 
of the trustee from the date of the 
death of testatrix. Mrs. Whiting as- 
serted a claim to the income from the 
entire gross estate from the time of de- 
cedent’s death based on language in 
article eighth of the Will, which reads: 
“the net income upon my gross estate 
from the date of my death, regardless 
of whether or not such net income ac- 
crued prior to, or subsequent to my 
death, or was produced by assets sold 
to pay debts, expenses, or taxes, shall 
representing the amount of income the 
the trust or trusts created upon the 
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closing of my estate.” The Trial Court 
construed the will to mean that Mrs. 
Whiting should receive only the income 
from the $20,000 specific bequest. 
HELD: Affirmed. The isolated langu- 
age in Article Eighth is inconsistent 
with the intent, scheme and plan of the 
testatrix as disclosed by the will in its 
entirety. That Article’s statement that 
its provisions shall apply to the admin- 
istration of the estate and the trust, 
coming directly after all assets of the 
estate have been completely distributed, 
leads to the conclusion that the testatrix 
intended that the remainder of the pro- 
visions in the will be limited to the ad- 
ministration of the trusts created and 
the estate distributed, and that the 
quoted language was not intended to be 
a distributive provision. The sister’s con- 
tention would permit her, in the event 
the husband did not survive the testa- 
trix, to share equally with the children 
in the income of the entire estate. This 
is contrary to the rule that where there 
is room for construction, that meaning 
will be adopted which favors those who 
would inherit under the intestate laws. 


WILLs — Construction — Remainder 
Not Conditioned Upon Surviving 
Life Tenant 


Wisconsin—Supreme Court 
Estate of Ferdinand, 7 Wis. 2d 577. 


In 1924 testator devised real prop- 
erty to his widow to hold during her 
life and while she remained unmarried, 
with full power of disposition, but in 
the event of her death or remarriage 
any remaining property was to go to 
the testator’s brothers and sisters “or 
the survivor of them.” The brothers and 


sisters survived the testator, but pre- 
deceased the widow. 


The testator had also made certain 
specific bequests to his two sisters-in- 
law on the condition that they survive 
his widow. The sisters predeceased the 
widow. The bequests to the brothers and 
sisters did not include a condition. The 
widow attempted to devise the remaining 
land by her will. 

HELD: The widow’s attempt to dis- 
pose of the real estate by will was of no 
effect. Under Section 232.08, Wis. Stats., 
the testator had given his widow a life 
estate, absolute as to purchasers and 
creditors, but subject to future estates 
upon her death or remarriage. 

Although the testator had conditioned 
his bequest to his sisters-in-law upon 
their surviving his widow, he had not 
imposed a similar condition upon the 
bequest to his brothers and sisters. This 
indicated the property was intended to 
vest in brothers and sisters living at the 
time of his death, without requiring that 
they survive the widow. 


WILLs — Construction — Remainder 
to “Survivors” Did Not Include 
Lineal Descendants 


South Carolina—Supreme Court 
Croft v. McKie, filed Nov. 10, 1959. 


Testator died in 1898, leaving will 
devising estate to widow for life or 
widowhood, provided she did not elect 
an earlier division, with remainder over 
to seven children, with specified prop- 
erty to each, and further providing that 
if any of the children died childless, 
“her or their share shall revert to my 
estate for division among the survivors.” 

In this action to quiet title, the ques- 
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tion is whether the grandchildren of a 
son who died after the testator but be- 
fore the death of the brother who owned 
the land in question and who died child- 
less, take as “survivors” under the will. 
Put another way, does the word “sur- 
vivor” include the lineal descendants of 
any predeceased child of the testator? 
The lower court held that “survivors” 
referred only to the children of the 
testator and not grandchildren. 

HELD: Affirmed. The children of the 
testator each took an absolute estate 
defeasible upon the death of such child 
without issue. The word “survivors,” in 
the absence of evidence of a different 
intent, should be literally construed, and 
there is nothing to indicate that the 
testator intended a different meaning. 
On the contrary, the wording is “the 
survivors”, indicating such word refers 
to the children of the testator only. 


WILLS — Contractual — Specific 
Performance of Contract to Make 
Will Granted 


New Jersey—Supreme Court 

Drewen v. Bank of the Manhattan Co., 155 

A. 2d 529. 

Decedent and his wife, in contempla- 
tion of divorce, executed property settle- 
ment agreement under which husband 
promised never to reduce children’s in- 
terests in his estate as set forth in will 
made simultaneously with agreement. 
After wife’s death, husband executed 
new will, revoking former will, and 
changing gifts to children to life estates. 
It also provided that any beneficiary 
contesting will would forfeit his  be- 
quest. Personal representative of estate 
of wife brought action against husband’s 
executor-trustee to enforce third party 


beneficiary contract in favor of son. 
Chancery Division dismissed suit. 
HELD: Reversed. Had agreement 


been breached during lifetime of wife, 
she would have had right to equitable 
relief. Such right passed to wife’s ad- 
ministrator who could maintain action 
against divorced husband’s’ executor- 
trustee to enforce agreement, it further 
appearing that no creditor or beneficiary 
of wife’s estate objected to such action. 


WILLS — Probate — Testimony Ad- 
missible in Suit to Prove Lost Will 
Missouri—Supreme Court, Div. No. 1 
Peters v. Dodd, 328 S.W. 2d 603. 

Charlie died in August, 1955. In 1943 
and 1944, in separate maintenance and 
divorce actions his two daughters testi- 
fied in favor of their mother. This an- 
gered Charlie and he had an attorney 
prepare a will leaving $100 to each daugh- 
ter and the residue to his nine brothers 
and sisters. This will was properly exe- 
cuted. 

At Charlie’s death, no will could be 
found. A carbon copy of the will was 
offered for probate, but the probate court 
refused to establish the document as a 
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lost will. This suit was filed by the sur- 
viving brothers and sisters to establish 
the lost will. Defendants were Charlie’s 
two daughters. A jury rendered a verdict 
against the proposed will. The principal 
issue was whether Charlie had intention- 
ally revoked the 1944 will, or whether it 
was merely misplaced or lost. The points 
on appeal related to the admission and 
exclusion of evidence. 

HELD: Affirmed. The trial court did 
not err in admitting defendants’ evidence 
that in 1953 Charlie had purchased some 
valuable corporate stock and had taken 
title in two certificates, one jointly with 
one daughter and the other jointly with 
the other daughter. If a duly executed 
will is shown to have been in the posses- 
sion of the testator when last seen, and 


the will cannot be found after his death, 
the presumption, in the absence of other 
evidence, is that testator destroyed it 





with the intent to revoke it. On the issue 





of intent to revoke, oral declarations of 
the testator are admissible if they reveal 
his state of mind, affection, or bitterness 
toward the persons in interest. Evidence 
of a gift of property can be the basis for 
a reasonable inference that the donor 
thereby was expressing affection for the 
donee. Here the evidence of the gifts 
was admissible as tending to show a 
change in Charlie’s attitude toward his 
daughters. 

Nor did the trial court err in permit- 
ting defendants to prove other incidents 
tending to show decedent’s concern for 
them. 
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“If youre thinking about a Corporate Trust or Fiscal 


Agency, talk to the people at Chase Manhattan” 


New York's leading bank has the 
men and the experience you need to 
handle Corporate Trust details at 
high-level efficiency. 


* * * 


Any corporation or governmental unit 
considering a bond issue will find it 
profitable to talk to the people at Chase 
Manhattan. 

Chase Manhattan’s Trust Depart- 
ment is staffed with people long ex- 
perienced in every detail of acting as 
Trustee and Fiscal Agent. Their experi- 


ence plus the technical skill they have 
acquired by long and large practice 
enables them to serve you efficiently 
and administer the many details of any 
agreement, no matter how complicated. 

The range of Chase Manhattan trus- 
teeship runs from the nation’s biggest 
toll roads to its most expansive utilities. 
Chase Manhattan corporate trust cus- 
tomers extend to every corner of the 
free world. These are merely statistics 
of experience. But they can be valuable 
to you. 

If you are an officer of a corporation 


or a governmental unit, talk to the 
people at Chase Manhattan about your 
trusteeships. The address is 40 Wall 
Street, New York 15. The telephone 
number — HAnover 2-6000. 
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WHO’s THE most important? As an attorney, 
you'll agree it is your client. To the Connecticut 
General man there is no more important indi- 
vidual. And you’ll find evidence of this every- 
where in the notes he’s brought you. 


As you look them over, an amazingly accurate 
picture of your client emerges. Every asset is 
listed. The CG man seems to know exactly the 
future your client is working for...and his 
study helps to determine how each asset is 
helping him reach it. Where any one isn’t pull- 
ing its weight, the CG man has a thoughtful 
recommendation for a more productive use. 


He’s calling the second most important person he knows...you! 


All the fact-digging has been done by the CG 
man...an important saving of your time. Now 
more rapidly you will be able to give your client 
the full benefit of your analysis and counsel. 


A phone call, then a personal visit... and the 
study notes. Simply, pleasantly...this is how a 
profitable lifetime association for you and your 
client may begin. 


Connecticut General Life Insurarice Company, 
Hartford 
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